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DEFINITION OF “SMALL BUSINESS” WITHIN MEANING 
OF SMALL BUSINESS ACT OF 1953, AS AMENDED 


THURSDAY, JULY 5, 1956 


House or REPRESENTATIVES, 
Suscommirrer No. 2 on GOVERNMENT PROCUREMENT, 
DisposaL, AND Loan ACTIVITIES OF THE 
SeLect Commitree oN SMALL Bustnzss, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 2: 35 p. m., in room 1304, 
New House Office Building, Washington, D. C., Hon. Abraham J. 
Multer (chairman of the subcommittee) presiding. 

Present: Representatives Multer and Riehlman. 

Also present: Irving Maness, subcommittee counsel; Marie M. 
Stewart, clerk; and Victor P. Dalmas, adviser to minority members. 

Mr. Muurer. The purpose of this meeting is to consider the pro- 
posed new definition of “Small Business” as set forth in SBA’s pro- 
posed title 13—Business Credit and Assistance, chapter II—Small 
Business Administration, Part 103, Small Business Size Standards. 
Each of the members of the committee have been supplied by Mr. 
Wendell Barnes, the Administrator of the Small Business Admin- 
istration, with a copy of that document and it will be spread at length 
upon the record. 

(The document referred to is as follows :) 


TITLB 13—BUSINESS CREDIT AND ASSISTANCE 
CHAPTER JI—SMALL BUSINESS ADMINISTRATION 


PART 103—-SMALL BUSINESS SIZE STANDARDS 


Purpose. 
103.2 Definition of Terms. 
103.3 Definition of Small Business for Government Procurement. 
108.4 Definition of Small Business for Financial and Other Assistance. 
103.5 Protest of Small Business Status. 
103.6 Appeals. 

AUTHORITY: $§ 103.1 through 103.6 issued under Sec. 205 (b) (6), 67 Stat. 235, 15 
U. 8. C. 634 (b) (6) (Supp. II, 1952). Interpret or apply Secs. 202, 203, 212 and 213, 
67 Stat. 282, 2338, 235, 288, 15 U. S. C. 631, 632, 641, 642 (Supp. II, 1952); Sec. 207 as 
amended, 69 Stat. 548, 15 U. 8. C. 636 (Supp. III, 1952). 


On January 5, 1956, a notice of proposed rulemaking was published in the 
Federal Register (21 F. R. 79), relating to small business size standards. The 
following regulations are hereby adopted and are to be effective on October 1, 
1956. 

Src. 103.1 Purpose. This regulation establishes criteria and procedures to 
define and determine which concerns are “small business concerns” within the 


meaning of the Small Business Act of 1953, as amended (hereinafter referred 
to as the “Act”). 


Seo. 103.2 Definition of Terms. 
(a) “SBA” means the Small Business Administration. 
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(b) “Annual Dollar Volume, Annual Sales and Annual Receipts” means the 
annual dollar volume, annual sales and annual receipts of a concern and its 
affiliates during the most recently completed fiscal year. 

(c) “Number of Employees,” except as SBA otherwise determines in a particu- 
lar industry or part thereof, means the average quarterly employment of the 
concern in question and its affiliates based on the number of employees reported 
for the preceding four quarters to the United States Treasury Department under 
the Old Age and Survivors Insurance Program. If a concern has not been in 
existence for four full quarters, “Number of Employees” means the average 
monthly employment of such concern and its affiliates during the period such 
concern has been in existence. 

(d) A concern is “Not Dominant in its Field of Operation” when it does not 
exercise a controlling or major influence in a specific kind of business activity. 
In determining whether dominance exists, consideration shall be given to all 
appropriate factors including volume of business, number of employees, financial 
resources, competitive status or position, ownership or control Of materials, 
processes, patents and license agreements, sales territory and business activity. 

(e) “Affiliates.” Business concerns are affiliates of each other when either 
directly or indirectly (1) one concern controls or has the power to control the 
other, or (2) a third party controls or has the power to control both. In de- 
termining whether concerns are independently owned and operated or whether 
affiliation exists, consideration shall be given to all appropriate factors including 
common ownership, Common management and contractual relationships. 

(f) “Small Business Certificate” means a certificate issued by SBA pursuant to 
the authority contained in Secs. 203 and 212 of the Act certifying that the holder 
of the certificate is a small business concern for the purpose of Government 
procurement and in accordance with the terms of the certificate. 

(g) “Certificate of Competency” means a certificate issued by SBA pursuant to 
the authority contained in Sec. 212 (d) of the Act stating that the holder of the 
certificate is competent as to capacity and credit, to perform a specific Govern- 
ment procurement contract. 

Sec. 103.3 Definition of Small Business for Government Procurement. 

(a) A small business concern for the purpose of Government procurement is 
a concern that (1) is not dominant in its field of operation and, with its affiliates, 
employs fewer than 500 employees, or (2) is certified as a small business con- 
cern by SBA. 

(b) A dealer, distributor, wholesaler, jobber, agent or other non-manufacturer, 
who submits bids or offers in his own name, is deemed to be a small business con- 
cern when (1) he is a small business concern within the meaning of Sec. 103.3 (a), 
above, and (2) he is a regular dealer as defined in the Walsh-Healey Public Con- 
tracts Act, and (3) in the case of a Government procurement reserved for or 
involving preferential treatment of small businesses or one involving equal bids, 
such non-manufacturer shall, in order to qualify as small business, furnish the 
product of a small business manufacturer or producer in the performance of the 
contract. 

(c) Any business concern may apply to the Regional or Branch Office of SBA 
nearest to such concern’s principal place of business for a Small Business Certifi- 
eate. If the applicant, together with all its affiliates, is not dominant and is 
otherwise determined to be a small business in its field or operation, even though 
it has in excess of 500 employees, a certificate will be issued certifying that the 
applicant is a small business concern within the meaning of the Act. The holder 
of such a certificate will then qualify, subject to the terms of the certificate, as a 
small business concern for Government procurement purposes. If the applicant 
is dominant, even though together with all its affiliates it employs fewer than 
500 persons, the application for a certificate shall be denied. 

(d) In the submission of a bid or proposal on a Government procurement, a 
eoncern which meets the criteria of Sec. 103.3 (a) or (b) may represent that it 
is a small business. In the absence of a written protest or previous denial by 
SBA of small business status, such concern shall be deemed to be a small business 
for the purpose of the specific Government procurement involved. 

Seo. 103.4. Definition of Small Business for Financial and Other Assistance. 

A small business concern for the purpose of financial and other assistance 
(except procurement assistance) is a business concern, including its affiliates, 
which is not dominant in its field of operation and ean further qualify under the 
following criteria: 

(a) Manufacturing: Any manufacturing concern is classified : 

(1) As small if it employs 250 or fewer employees ; 
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(2) As large if it employs more than 1,000 employees ; 

(3) Either as small or large, depending on its industry and in accordance 
with the employment size standards set forth in Schedule “A” hereof, if it 
employs more than 250 but not more than 1,000 employees. 

(b) Wholesale: Any wholesale concern is small if its Annual Dollar Volume 
of Sales is $5,000,000 or less. Any wholesale concern also engaged in manu- 
facturing is not a “small business concern” unless it so qualifies under both the 
manufacturing and wholesaling standards. 

(c) Retail: Any retail concern is classified : 

(1) As small if its Annual Sales are $1,000,000 or less ; 

(2) As small if it is primarily engaged in making retail sales of general mer- 
chandise (including department stores and variety stores) or new and used 
motor vehicles or groceries with fresh meats and its Annual Sales are $2,000,000, 
or less. 

(d) Service Trades: Any service trades concern is small if its Annual Re- 
ceipts are $1,000,000 or less except that any hotel or power laundry is small if 
its Annual Receipts are $2,000,000 or less. 

(e) Construction: Any concern primarily engaged in construction is small 
if its average Annual Receipts are $5,000,000 or less for the preceding three 
years. 

(f) Trucking and Warehousing: Any trucking and warehousing (local and 
long distance) concern is small if its Annual Receipts are $2,000,000 or less. 

(g) Tavicab: Any taxicab concern is small if its Annual Receipts are 
$1,000,000 or less. 

(h) Certificate of Competency: A concern which has been issued a Certificate 
of Competency is a small business concern for the purpose of SBA financial 
assistance. 

(i) Other Standards: If a concern is engaged in the production of a number 
of products or the providing of a variety of services which are classified into 
different industries, the appropriate standard to be used is that which has been 
established for the industry or activity in which it is primarily engaged. If 
no standard for an industry or activity has been set out in this Regulation, a 
concern seeking a size determination should apply for a Small Business Cer- 
tificate. 

Sec. 103.5 Protest of Small Business Status. 

(a) A bidder or offerer may, prior to award, question the small business 
status of the apparently successful bidder or offerer by sending a written protest 
to the contracting officer and to fhe SBA Regional Office for the region in 
which the apparently successful bidder or offerer has its principal place of 
business. Such protest shall contain a statement of the basis for the protest 
and available supporting facts. SBA will promptly notify the contracting 
officer of the date such protest was received. 

(b) The contracting officer in a specific Government procurement may, prior 
to award, question the small business status of the apparently successful bidder 
or offerer by sending a written notice to the SBA Regional Office for the region 
in which the bidder or offerer has its principal place of business. Such notice 
shall contain a statement of the basis for such notice and available supporting 
facts. SBA will promptly notify the contracting officer of the date such notice 
was received and will advise the bidder in question that its size status is under 
review. 

(c) The SBA will, within 10 working days after receipt of a protest or notice, 
investigate and determine the small business status of the concern and notify 
the contracting officer and the concern of its decision. 

Sec. 103.6 Appeals. Any concern which has been denied small business 
status by SBA may file an appeal with the Regional Office which issued the 
denial. The appeal must be in writing, signed by the applicant, and shall con- 
tain the basis therefor together with any new supporting facts. The Regional 
Director shall forward the appeal, together with his comments and appropriate 
files, to the Chairman, Size Standards Committee, Small Business Administration, 
Washington 25, D.C. 

The filing of an appeal shall not extend or in any other way modify the time 
limit for determinations as set forth in Section 103.5 (c) herein. 


WENDELL B. Barnes, Administrator. 
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ScHEDULE A.—Employment size standards pursuant to sec. 103.4 (a) (3) 
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Flours, blended and prepared 
Food preparations, n. e. ¢ 
I a ee eee 
Fruits and vegetables, dehydrated 
Si in nn a 
po Ee ee rere LT A 
er IIS i 
Liquors, distilled, except brandy__ 
J US Se ear 
Macaroni and spaghetti 
RR ee ener e ae ee ee ae he eee 
Meat packing, wholesale 
I ee ee eee ee 
Milk, concentrated 
IU ne ees on oka 
Pickles and sauces. -......_........ Cree pera ened aa ee 
Poultry dressing, wholesale 
Rice cleaning and polishing 
Rc ES AR RE RE litle 1. tat Oe ane ae Ba, AA pn ES 

ON I Sa a a EE 
ry I: RNC Sok ct i oe neat eee lee cdcde acne 
I II cbc sndosctote psahsS erro sots sacs aes as on Sehgal a 1, 000 
nn ee ee menn haere eae een a 
I RNIN I te ea es ad 1, 000 
Vinegar and cider 
Wines and brandy 


FURNITURE AND FIXTURES 


Terre tet Dee: G0 6 oe ns aenaaeaed de 
House furniture, metal except upholstered __.._.......---.--.-------- 
House furniture, wood, except upholstered --.-.........---.-.--.---- 
Ine PnITT OURO NO 90 a a 
Household furniture, upholstered 
rer ee RE i Ee 
I NI ne aide aeleeaa Saree eee et ain csce 
I ON ee ee aL eee 
a nn a eee 
eo a ee ae ae 
SO ONO Sos tn 2 ee 
Reed and rattan furniture 
I ee eee 
rs, Wee Gn CON Soc. ncacccneoquwndaedbacwasebacel | Oa iio ERED ieecwre 
NOON SI nn a i a a ea ee |} 
Venetian blinds 


INSTRUMENTS AND RELATED PRODUCTS 


Gmmizoen instruments, mecnenical. - o.oo scet ce es ce 500 
OI la mn nn no aren ae oe eee 
I Sn EE es ree bseneslbebeinbiamesnnd | AaNUM Gudciled Allis einanae 
Fr I CII oie nice tno cnn nadine enieemuanenmaep iii » 
Ea EERE OTE TE TILE ENE ET ER IEE Ee 8 Ce kt 
Surgical and medical instruments - - 
Surgical appliances and supplies---- 


Cena emer tial nt ne dint ar ees 


See footnotes at end of table. 
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ScHEeDuLeE A.—Employment size standards pursuant to sec. 103.4 (a) (3)—Con. 














Employment size stand- 
Census ard! (number of em- 
classifi- Industry ployees) 
cation | ss sasiaitinceiaitteieniaildias 
code 
| | 250 | 500 | 1,000 
LEATHER AND LEATHER PRODUCTS 
SI 8 a i wai isletinissghaiandlemesmaaion 250 Re a 
ee 2 ne ocean cerartess gademaeaaspenndeiurnet TE Beane deeneron 
SURE | PO, CRORES cnc ncnk cde nicncccdncencsonvesdoonensyasipdepania BP Ried n0- 
ee So cee c ia ea ede caenahouaadinn wee nmaee DE atc ah allie boieciies 
SOI i a en oe amall en ok aa 
Se FI a8 50 25 oc oerbe ss oc ac cscsgencceiedoemsacneme SO ab 2 en 
SS Se Osis si isso ccdcccg erect casenacnsnens TEE Cit cclctis Mes .a~ 
ee nn es ns oe ieee ek ceo ocusacdes | alli ee 
ee ae ee te ee rl cic catnct 
Se Fale ors a aan oe Chi psces dob an bMkntatisepcnscccennaanea BE ee chica natant 
ee NN TEE WR oihnccdacocnasucesneecccaccacceocnegaes | ak ek cs 
ET Pe oa eee cease nn sien cee ismannccecana | PEE Nori ery she Eee ealiae 
| | 
LUMBER AND PRODUCTS, EXCEPT FURNITURE 
on 1) Wait trent aad wees 222s; 55 5. =. 5-3-2552 5 5555555525. Fe le cin i 
EN EEE FE ee EE ptt ples LA stn Do gtr deen 
2444 | Boxes, wooden (except cigar boxes) -...............--.-----.--------- | 250 |--- 
SF ial nn neenndohencrnasnnanansaessaewnascaesesesscnes a, pe. 4 
en one ee oon ok esa a ecadcacéadannieny Penida 500 
SEED | NN Sitti nn anne senasnmosceseaseniensacnensscdeccenas fas =| Ap 
SF a I Odin ons oon 8 orn eco cc cnc ccmcne cass] Sete cts es 
we Se eee rere so eel eee pri eeres . es 
ST Pe nn nen rnn nc oo he soo 25i 525255 taeda dasa e ene ete econ 
a ie ee oe aan conn a anannuneddensgnaakesereee | 250 | * 
2442 | Rattan and willow ware, n. €. C_.-...-.---.--.---.-.---------.------ = 1... 
2421 | Sawmills and planing mills, general---_-_......-...-----.-.--------- rr... 
Ee Teg <2 2 oe oo Tee Sige, ccnsaoneakeebewteentapsusnns ST Fea 
er ie Pm NIIOAG >>>) 0 ni neon = on ee a te eee Se P 
2499 | Wood products, n. €. ¢._-.------------ 3 be  aee 
2433 | Wood products, prefabricated _- a ee OO eR ae re ce PR eiee ioinne - a=s 
| | 
MACHINERY (EXCEPT ELECTRICAL) | | 
Onis ys seenbine Hales ON > > 558s sec nsec 5ce oe Se Seed | 1,000 
ee Be en Scdanbacedehoccagen cme 250 | dp ale cn 
3571 | Computing and related machines---.........------------ rn EEE pf carte mea | | 1,000 
3531 | Construction and mining machinery. -.--.-.........-...-..-...--.---.- RIS  ) 
Me. RES ree seaport phe ccs eae be ea = Pe 
Sn 2 Se IIIa oS So oe Sa cence snate ngs eae Sante esha a ans 
3519 | Engines, internal-combustion.-.---.............-..--.--------------- ee pets! | 1,000 
ek anes Sone adedeakdaunaadedae eaudiewanctees ene alan d / 1,000 
3522 | Farm machinery (except tractors) -......--.- Mite hehe it cna a hee 250 EELS 
en ineneslandaesesucbanascesanakel Bt Mic ctieieaso cain 
3567 Furnaces and ovens, industrial.........................-.-.---.....- er... 
3569 | General industrial machinery, n. €. c_---.-...---.-....-------------- Se ieee ian n nna 
3582 | Laundry and dry-cleaning machinery .-.-.--.........---.-.--...---- | ee. aie 
3581 rs Wn os oe oe or ce rc oe sccgenatecann De gts oe, 1, 000 
Ir ra Sno nn a on oo oc sce cccacccebadyec ome Pf Ser 
3542 | Metalworking machinery, n. e. ¢........=..-.....-...-.-.-.-2.2-..- eel | 500 |.___. 
3579 | Office and store machines, n. e. ¢.._>--.-------.--------------------- eres Ee . 
Seen to renee Gene Ghee 5 5 =. cece cack sce ae. 5) Se 
3554 Paper-industries machinery . ...............--..---2-2---2-2-2 22 | 250 
3502 | Pipe and fittings, fabricated................-.-......2-2-22.2.22222.. ea 
> dh a ee ae 500 i 
eee | eee eID cco con cocnacaccesegssereicnniesccace 500 
I 0 Se noe cate tney nat anateqnseo<crnernenyaresé 500 ; 
3586 | Pumps, measuring and dispensing. - - - ~~~ ---- 2 1, 000 
3585 | Refrigeration macninery--....-.......------.----- 1, 000 
3576 | Scales and balances. __. dogegessckinaetca Semen | 250 ees 
3589 | Service and household mz NNO, BI Os oocciccccniecseasccen -| 250 ae, eri 
ee 1 ens es no sec ccncncresencsenecersece=nbcanagt Lewae ap akehe 03 Gee 
3550 | Special industry machinery, n. e. c.......-...-..-------------.--- aa ae tooo a ‘ 
ge ee i ale ee a} ee z 
ST Ee IOI Se a =e Te enone cd aeese ee od ate 
3543 | Tools, cutting, jigs, itn OAR ones cttw 230 }.-.- | i 
3511 Tools, rachine....._______- oat 500 | : 
0 a a cn an st -|-- 1, 000 
3565 Trucks and tractors, industrial.__..._.-..-..-..-.------------- 250 | 
3572 | Typewriters Pic tads PO on cer capeickn eis oni seek 
meee ame UN (2 8 one te osc bee oe 1, 000 
3591 | Valves and fittings, except plumbers’ ete Se ae eka cs 500 | 
ee 0 Oe rn nen MU ose os Soon ccc cccccclschcnecuesseee- | i * 


See footnotes at end of table. 
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DEFINITION OF “SMALL BUSINESS” 


ScuepuLe A.—Employment size standards pursuant to sec. = ( a) (3)—Con. 












| Employment Size stand- 
Census 1 (number of em- 
classifi- Industry vel 
cation 
code 
250 ‘500 1,000 
MISCELLANEOUS MANUFACTURES 
oene Ty Reever mens. ~ 2 a E octbaaosuad Eaashaaee Beatie | Be etn kk ch tetas 0% os 
3991 | Beauty and barber shop equipment So cases baneee kt nase UU aie YE atk S Unt cnnsc 
3981 | Brooms.and brushes ...._____________- tele waceBbe 2aaensbes a EE A 36d abiedeie ones 
WO eect oe oak ac tac seas eacee ac eakt ea sen ese ES n52t<5 aie sece 
3984 | Candles___-_- Fo kch chee wn es bina = kb ken O ME <cbbat tibsesoe 
3955 | Carbon paper Gn titted URIS <0. Togo cckeee oe een Ed a tink ab heh oo Wack 
SOG T COle eeemews... .. dec cdcccecu Wai. cocacacdeges ancetsseeheneee SEE Ne eastdp. dbase cse 
wii... | 
3985 | Fireworks and py rotechnies 
3962 | Flowers, artificial 
3992 | Furs, dressed and dy a. Shee 
3941 Games and SOE WO Os onc niece cous eke sss et ubeeaneeas eae 
hm, ee ee ee ee ee ee ee 
3939 Instruments, minions) 0; Os c— ccs sscnankeseeeodius bere ncneeeebeneke 
3013 | Jeweless: Dadings. . ................-. 
3986 | Jewelry and Dinas...” ..-s. sc. nce calcotewewen eeetcaen 
SOE Serene wonenree. = ec. on cn ncc cs eee te aeerers 
S0TT 1 Famer wees MON). oo. oo on ook ka ccs nccnctecewsnweuseghawee 
SUR Ree WE onan. rcp one ee nde cc te caxndncnt yee thera 
3952 | Lead pencils and crayons oe aan aeeetaaen ke ronan mmaaath en 
3983 | Matches. - ----- niacin os ace 
3999 | Miscellaneous products, eae cL oso 
3998 | Models and patterns (except paper 
3088 | Mortigtines’ goods. .-2._..-.=.-.....-2..- 
3964 | Needles, pins, and fasteners ----- sap iba erecsbceto unataaphea 
BUNT CRRA 5 oso sn ie 28 ch egeeppitinss artinenie 
Sam | Pane and metheiienl pends: . ~~... -- 2. ona cnn cndsceaciuewsees pelsavenh Ay eerbaeerses 
S006 | Pie OE GrGim HONE. =e |. 8 dh ok. ose cin ec ccc dincce sega cna tieewesee 
UF PS a oe osc pice icc nn cdcotnsssuunscnnwcoust wonpenapepeppe pea ae mealiiaston 
SOG 1 Pie; See ae onic rik a cnc cence eeepneenioed ip ie iene been ees 
3971 Plastics, products, n. e. 7 AER take ae a ae = DNS ion ss ay 
; i. 3... re ee ee Oe yl ee 
2008 | Signd and aavertibineg Ciaplagys. . - . 2... 2. soon. cece eee ccenemcss) “ERP pec weulapeen sue 
eo1d | Sitverware aad Slated ware... . ....--.... 2.2.0.2 occ sven eccysitemetenahindanedh, hn) Pe eaeees 
SON 1 RII NG og oo cc io nc cn pac cacnnncnans case wneesennawewesppel die eae eae 
S005} Game Os Gee on oo on ccc ccc cnc ceeebdapens his ober sehememtereinente=ea 1,000 
9007 | Sodatountain and bar equipment... ....-...ccsscsccencenccccennae| | SOU [nenseweuhanecewne 
9080 | Sportins end athletic goods... .......-... 2 cece cence cw ewe cece] ners ye tbemeo once 
S058 | Grbines: end wid stencil... . 6. coc n cece cen cose gnieweep |. SE eee eae sawes 
3995 | Umbrellas, parasols Wand CRN <n. cnnecincoosuscemaheeretermnche shes ness eens 
SOUS") VGRIIER, CREAETOIT So nniao  ii n od eivewet ti enuucunpnmenwannettent-| oer eP ence ites 
PAPER AND ALLIED PRODUCTS 
Sti | Tees; Dior. 2... ..-. 202 o cece din ce cans cap ap<ieaerts rin tenebetia i eee ence a se 
S67T | BORON, WEN UONG. ooo oon. co core ccccs cuppa pen eemenensaneets 250 wa 
SUNT Tea ese oe ce edna ck soneptipiepeieh> Sereinreny ST Staats, ioe rete 
y eee. ys oe Ce eee ee STE tide sycoehineiderice 
2001 4 Pape and. board, dié-cut.. .. .-..-. 2-22 cece cece ec enwowngr einen see PONS omen lane~ soe 
2612 | Paper and board RL <1... <2 - 7.5. <span tacktorsciy al cage niente eee ee ee 
2641 eames Se URE WIND «8. 5 ce code nace ncn ne vrephiehduereniewied BO ie ne Pvc Tikiehoawe 
2699 seotuets, Converted, . ©. @.-......-2.-. 2.22. cccesensyerneears DE de nap pew ses 
2694 Pa Pp goods, pressed and ON os pts inconsiderate eeelenca neas aac 
2611 Pulp WE. ong dn dbodadadcckcaddvadcucdeuateieusouceuemenptastibnwy cae inmdneiecatth ied 1,000 
SEO A UI. nee ce ceeccccunncneds debe wnendawitounppe best 250 oben 
PETROLEUM AND COAL PRODUCTS 
20 1 CR NOE 8 oan fie ciden vein vorrei eeeeganel TP eee ice inheritence 
20) Opies re ode... on co ce eens een seaeeleness 5 1,000 
2991 | Fuels, briquets and packaged - -_........-------------------- baheranee Sinica daibere 
S008 } Ti OO nn no coe ec neice antagoa- «pees tdaneeerniade ness =tinbe = <068 
2061 1 Paving mixtures aid Blodis =... 2 2 os 6. oe ce denne y, sees bemenenwalame-2<0- 
2999 | Petroleum and coal products, n. e. C_........-.....------------------ 7s 
S61s' 1 Pees COE oie nw oc cco ween <cepege ene tea capeeinerenege = Lakembeien 1,000 
2008 1 Rooliad telte ont WRUNG. 22. oo. ce ccc cesses enpeenelt,.. See towe~eos2 
PRIMARY METAL INDUSTRIES 
SEE T RI CIE ic coi iinc cc cctieidvccwornicasass’ Se 1,000 
3352 | Aluminum "telling RE GU oo on iain 1,000 
SER | Oomph artnet 2 oe oo <i nooo ooo ie a nn ce cc recone nsennennin oineneesarl oe 1,000 
3351 Copper’ SORe G0 GOMES. Wo coo Soin 0c Fe Soi. et icine seceleenandtelense 1,000 
3813 | Blectrometalintsical products. i... 2.2 2s cnn ne conn ccs cnecwcnquelececsccueecesses 1, 000 
3321.| Foundeles,-gray-rom .. .. 2... 22s nnn noes ence sss PO DL see 
3322 Foundries, PR sn ca astwanshibinansnde acidiphaknddhs utntibeeeemat + UE eet peate 
See footnotes at end of table. 
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(a) (3)—Con. 


Employment size stand- 
ard! (number of em- 





Industry ployees) 
250 500 
a paniahasmsiniesigtanestilll aici oat - ——| 
PRIMARY METAL INDUSTRIES | 
Foundries, nonferrous.._..._...- z |. 20 1...— 
Foundries, steel_____- ee ae 500 
Iron and steel forgings__- ym cn en gear Oe eae at 500 
ea apeinenaieae | 
Metal industries, primary, ay necpetien degetcee Si Goce eatin eee | ON Dati 
Nonferrous metal RE TCO a a 500 
Nonferrous metals, primary, n. e. ¢._.....-.-_----- rae 500 
Nonferrous metals, secondary... .. .........------------------- ae 250 : 
Pipe, welded and heavy-riv Naa 3s ELS SS : aol 500 
Steel works and rolling mills (includes 3311, blast furnaces) .. mal 
ae eee ee : ree re ‘ | 
II a en on ea tid oe 
PRINTING AND PURLISHING INDUSTRIES 
Blankbook making and paper mae-- 250 
Bookbinding.- : ‘ 250 
Bookbinding work, miscellaneous 250 
Book printing_____- Pee dolenlodcs pakelie 250 |. 
Books, publishing and printing 250 
Cards, greeting - i | 250 
Electrotyping and stereotyping. Daina oe intone ei ieatiar ee aaiaere 250 
Engraving and plate printing. .._.....___-- | 250 
Lithographing _ _- a ee 3S | 250 
Loose-leaf binders and devices. 250 
Newspapers-- Ss ; 250 
een on ek ae ce cenigcnwe weet 250 
Photoengraving ; 250 
Printing, commercial 250 
Publishing, miscellaneous. -_- 250 
CES]. 00 252. cage. eee Sd acnatnnsdiaueenes 250 | 
RUBBER PRODUCTS 
i ee tee S dhe aabime : 
Rubber industries, n. e. ¢__- 500 
Rubber, reclaimed - - il ee Re 500 
Tien Ge eee WON... 5 ces... 
STONE, CLAY, AND GLASS PRODUCTS 
y\ a A SR bate Sern ge po eae 250 
BI iirc cnninicrs ogg eres 500 
Brick and hollow tile...........-..- 250 [ 
Cement, hydraulic 500 
China decorating for the trade 250 
Clay products, structural, n. e. c._...........-.-..-------.-- 250 
i ah iccaenaceemnamnenar tens 250 | 
en ne econ nko cencamnenenedaaetnmes 250 | 
Sok didupisabehesadidhess a 
Cut-stone and stone products t hulsd chudwvolbenkedtasaaon 250 |. 
Gaskets and asbestos insulations-.___-................-..---...-...- 500 
SNL. 2 a00h- caGedueres ann eck nas : | 
Glass, products of purchased _- Vite ae ee 250 | 
Glassware, pressed and blown, n. e. ¢_..__-- |. : j 500 
Graphite, ground or blended _ __---- 250 |. 
Gypsum products.._..........-- , % | 
OS gh MERE RES SS ae SL beeen eae ee abe Hiermbie 250 |____- 
Mineral products, nonmetallic, n. @. ¢.__-.---.------.------------ ooh) -SIB 
So cnt chowaieat Sf 4 tie a | 500 
Minerals, ground or ees) Sees se: 497 . | 250 wba 
Nonclay refractories , pS a ws 500 
Se ete bidieeeas eel 250 }...- 
Plumbing fixtures, vitreous... ..........._..-.- ui ae Nec 500 
Porcelain electrical supplies... ..........-- Saat 500 
Pottery products, n. e. ¢ | 250 | 
SeGT OMI. 5 8 wc tye dawaxndacesseods . sii SP 3B on 
Statuary and art goods - aan 250 : 
Tile, floor and wall ‘ i bods | 50 
Utensils, earthenware food. ._________. ss 500 
Utensils, vitreous-china food ____.___.._. 500 | 


See footnotes at end of table. 














1, 000 


1,000 
1, 000 
1, 000 


1, 000 


1, 000 


1, 000 


~ 1,000 


~~ 1,000 








10 DEFINITION OF “SMALL BUSINESS” 
ScoHEDULE A.—Employment size standards pursuant to sec. 108.4 (a) (3)—Con. 


Employment size stand- 
Census ard! (number of em- 
classifi- Industry ployees) 

cation 
code 


TEXTILE MILL PRODUCTS 





































Carpets and rugs, n. e. ¢ 
2271 | Carpets, rugs and carpet yarns, woo 
2298 | Cordage and twine 
2256 | Fabric, knit, mills 
See: Romer We on. inks tonne ccesesccceonnpemoeieeiaedeen 
2295 | Fabrics, coated, except rubberized 
See | Memrmreoreee WEG WOVEN. ooo oo nn ce ea 
2234 | Fabrics, ravon and related broad woven... 
See TRIES, WOOT UNE WI ois on ed < Al ne ce ined <a is ancvi bay ae es eile 
Dat see ee, We... an tegen cadunubdabunpecnunocadahekeedenthe 

74 | Floor coverings, hard surface 
See |) Cee RO > cc acccccacésccueveneeehucheunacumecenGueee 
SOF enn IR I ON a rial 
2282 | Hats and hat bodies, wool felt 
2283 | Hats, straw 
ee | ES en ae roe. occu aaa e oulemmenmenria denlenrcuatan 
2251 | Hosiery, full-fashioned mills 
2 Ea SI, 2. pau ce eenwaneaeapmenaetia 
2297 | Jute (except felt) and linen goods 
2259 | Knitting mills, n. e.c 
Se Te a a oe wenn tne Win ea nf afietonoes er oneiree eimeniaapaaee 
ee Pon oo Se caw coals ere de reboie nega giapineneraepameueel 
Sas Penn Oe Women y NE. So oo 5. oo oo Sono icecetecccaua 
Sai) ‘| Naboree ae Cemnene MANS: | 5. 5 Soe oe acne caeeeeeo enn 
Se i ok EL TEs Os Wie oo aw one cu oro cewssccw cabunensuenawh gi akiennn Dimeianen 
2261 | Textile finishing, except wool 
| ee EE a oilsands ane cdmannnrenimoeaienal 
Se | RIES DROUIN: gg occas cca opcansadadecsscnsecee 
ee 1 a en | 3 Joo 2. con ccesaenccuwdscudesendmetetenieminenen iene 
Sek | Re, MRE IMD: So. cc caSn cccadenccudesccbouwannducedemnen toletes 
2224 | Yarn mills, cotton system 
| hae ee Se BOOMER: «2... .«scdeehammeeeneededianyebeeasacnunt’ 
2212 | Yarn mills, wool, except carpet 
2222 | Yarn throwing mills 





BOO {RMS - ones chk anh weap emnemena 
2131 | Tobacco, chewing and smoking ----.---.----- 
2141 | Tobacco, stemming and redrying 


TRANSPORTATION EQUIPMENT 
pe ee ee ee 
3722 | Aircraft engines -----.-.---- 
3729 | Aircraft equipment, n. e. c- 

eee teaee ne becca. 
3732 | Boat building and repairing 
3741 | Locomotives and parts_. 
3751 | Motorcycles and bicycles 
3717 | Motor vehicles and parts 
3742 | Railroad and street cars ---- 
S7at | ee Ce SOREN... 5 5-5 5. SS eeen ee enn alata nleneanoes 
ta 5, PEE WUENENS Soka no ood d0u anu dnuconepmgyen tem aereiiaas 
SET OT oS — ign i wis niardnierenias tits citi oes soc arpa nna ieee 
3799 | Transportation equipment, n. e, C........--.----------.-.------..-.-. 
3713 | FR NE WEE Se. co 5 > et ene oo hans uence bepeidieevananacee 


s 
8 


ee eee 





1 The total number of employees listed for each industry includes all employees of affiliates. 
2 The abbreviation n. e. c. means not elsewhere c . 

Mr. Mutter. Before we proceed further, I would like to call the 
roll and find out who is in attendance. I know we have present repre- 
senting the Small Business Administration Mr. Wendell Barnes, Ad- 
ministrator, and Mr. Donald A. Hipkins, Deputy Administrator. 

Mr. Barnes, will there be anyone else on behalf of your agency ? 
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mA Barnes. I have some other ones that are present but will not 
testify. 
ieee That is all right. 

From the Department of Defense, I noted Mr. John Hamlin, who 
is the Director for Small Business. 

Is there anyone else from your Department who may testify ? 

Mr. Hamuin. No oneelse from the Office of the Secretary of Defense. 

Mr. Mutter. On behalf of the Department of the Army, Mr. J. W. 
Askins, small business adviser ? 

Mr. Asxrins. Yes, sir. 

Mr. Mutter. Will anyone else from your office testify ? 

Mr. Asxins. In the event we need legal counsel we have Col. Nicho- 
las Voohrees with us. 

Mr. Mutter. From the Department of the Air Force, we have Mr. 
J. Kennard Weddell, Chief of the Small Business Office. Will you 
have anyone else testify ¢ 

Mr. Weppetu. No, sir. 

Mr. Mutter. I note that Major Garcia is with you, but he will not 
be a witness; will he? 

Mr. Wepvet. No, sir. 

Mr. Muurer. From the Department of the Navy, we have Capt. N. 
W. Curtin, small business adviser. Captain, congratulations upon 
your promotion from commander. 

Captain Curtin. Thank you, Mr. Congressman. 

Mr. Mutter. And you have with you Mr. M. Questal, assistant to 
the small business adviser ? 

Captain Curtin. Yes, sir. 

Mr. Mutter. Representing the General Services Administration, 
Mr. Paul A. Barron, member of the staff of the General Counsel; and 
will there be anyone else testifying ? 

Mr. Barron. No, sir. 

Mr. Mutrer. Here on behalf of the Department of the Interior, 
we have Mr. N. O. Wood, Director of Property Management, and Mr. 
Donald Miller, Assistant Director of Property Management; and 
from the Atomic Energy Commission, we have Mr. Philip G. Read, 
Procurement and Contracts Bureau, Construction and Supply Di- 
vision. 

From the Federal Trade Commission, Mr. Charles T. Macdonald, 
Chief, Division of Small Business, Bureau of Consultation. 

From the Department of Agriculture, Mr. T. M. Baldauf, Chief of 
Procurement and Property Management. 

Representing the International Cooperation Administration we 
have Mr. Charles A. Richards, Director, Office of Small Business. 

From the Veterans’ Administration, Mr. James C. Gill, Office of 
Chief Purchasing Agent. 

Representing the Post Office Department we have with us Mr. Wilho 
Kallio, Chief, Procurement Division. 

From the Securities and Exchange Commission, Mr. Bruce L. 
Carson, Associate General Counsel. 

And from the Bureau of the Budget, Mr. William H. Bozman. 
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Is there anyone from the Bureau of the Budget? There is no 
one — from the Bureau of the Budget. If there are any other 
gentlemen here who are.to testify whose names have not been called, 


‘will you please rise and identify yourselves? ) 
I think in order to have the record complete, it might be well to 
spread upon the record at this time an excerpt from House Report 


2513 of the 82d Congress, second session, chapter I, entitled “Small 
‘Business—Concept and Problems,” and subtitled “Concept of Small 
Business,” as it appears on pages 1 to 5 of that report. 

(The document referred to is as follows :) 


REVIEW OF SMALL BUSINESS 
82d Congress, 2d session, House Report 2513 
CHAPTER I 


SMALL BUSINESS—CONCEPT AND PROBLEMS 





THE CONCEPT OF SMALL BUSINESS 


Much of the confusion surrounding the determination of public policy in this 
area stems from a misunderstanding of the term “small business.” Repeatedly 
the question is asked, “What is small business?’ without eliciting a particularly 
lucid answer. Is smallness an absolute concept or is it to be determined on a 
relative basis in reference to the size of other firms? Does smallness refer to 
size anyway? If so, what are the standards by which size is to be measured? 
Is it the number of employees, the volume of sales, invested capital, assets, or 
what? If smallness is purely relative, what firms are to be used as the basis 
for comparison? Does smallness involve such considerations as independence 
or nonaffiliation with other firms, lack of dominance in a particular field, and 
competitive position? 

Doubtless no single definition will meet all needs. For legal purposes and 
as a guide to administrative action, a higher degree of precision is required 
than is necessary for general analysis of the small-business problem. The defini- 
tion for the granting of loans need not necessarily be the same as for the award- 
ing of Government contracts. The criteria for statistical purposes may differ 
from the criteria for administrative purposes. In spite of the variations in 
specific criteria, the concept of small business is basic and should be generally 
applicable. 

The great majority of American business firms are small. Excluding agri- 
culture, the Bureau of the Census estimated that there were at the close of 
1951, a total of 3,991,200 business firms in operation in the United States. Of 
these, approximately 1,686,000 were in retail trade; 855,000 were in service 
industries; 366,000 were in construction; 349,000 were in finance, insurance, 
and real estate; 303,000 were in manufacturing; 204,000 were in wholesale 


trade, and the remainder were in mining, transportation, communications, and 
miscellaneous industries. 


1 Letter from Mr. A. R. Jones, not received by Mr. Multer until July 6, 1956. 
(The letter referred to is as follows :) 


EXECUTIVE OFFICE OF THE PRESIDENT 
BUREAU OF THE BUDGET 


WASHINGTON 25, D. C., July 3, 1956. 
Hon. ABRAHAM J. MULTER, 


Chairman, Subcommittee No. 2 
Select Committee on Small Business 
House of Representatives, Washington 25, D.C. 


MY DEAR Mr. CHAIRMAN: This. is in reply to your letter of June 29, 1956, requesting 
Mr. Bozman of the Bureau of the Budget to appear as a witness at a hearing of your 
subcommittee on the definition of small business to be held July 5, 1956. The Bureau of 
the Budget is represented on the Interagency Task Force Committee on Procurement Size 
Standards as an observer only. In view of this fact and because Budget Bureau staff 
would not be able to discuss in detail the technical aspects of this problem, it is suggested 
that the Budget Bureau observer be excused from appearing before your committee. 


Sincerely yours, 
A. R. Jonns, Deputy Director. 
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On the basis of 1939 figures, only 3.5 percent of the retail stores had annual 
sales in excess of $100,000. More than half had sales below $10,000. Over 
1,600,000 units, 91 percent of the total, employed fewer than 100 persons. Only 
about 100,000 of these firms were incorporated. 

In manufacturing the distribution in 1947 of 240,881 firms according to number 
of employees was as follows: 


TABLE 1.—Size of firms according to number of employees (1947) 

















| 
Actual number Percent of total 
Number of employees | 
Number of 3 Number of | Number of | 3 Number of 
establish- | @ as a s establish- employees 
ments 0) ments 
Sa da a es 70, 384 | 161.0 | 29. 2 i 
RM < ncbie - alavdneuaen spi cdaadincies ac deceindteess 46, 622 310.9 | 19. 4 2.2 
Bs band <5 5. hh dedaddduncadawedeabion 40, 645 561.9 | 16.9 3.9 
Se adh 5 a 50 dnb eee hat isa ndy- 45) ~G5ems- | 40, 016 1, 243.8 16. 6 8.7 
CD ianc nbd skh daldiamelnedbehswbdesbacknes 18, 672 1, 300.8 | 7.8 9.1 
FN I inne irinits dc pein tiles Meta ah honbeleneiiines 14, 323 2, 228.7 | 5.9 15.6 
FE Was he mcd diinagihoeldbucsadddensddeddd | 5, 555 1, 929.9 | 2.3 13.5 
GEOR, 5 A cbntedcdbin dec aghitege sendin acme dead } 2, 729 1, 869. 4 1.1 13.1 
CED CE. ono sdaornsndaddbasamiatects ohGtiad 1, 431 2,146 1 | -6 15.0 
SE ME PU a dcelccdupbchocsidctdeusctbsaode 504 2, 541.8 | <a 17.8 
Wn vin dccdbudhdivaddsdacsncéucscbadcus 240, 881 14, 294.3 100. 0 100. 0 











Note.—The number of employees shown is an average for the year. 
Sources: Bureau of the Census; computations by the Conference Board. 


It thus appears that only about 500 firms, two-tenths of 1 percent of the total, 
employ 2,500 or more persons. Only about 4,200 firms employ 500 or more. 
These constitute only about 2 percent of the total. 


SMALL BUSINESS AS DEFINED BY CONGRESS 


In establishing standards to guide administrative actions, Congress has 
attempted on several occasions to formulate a definition of small business. Thus 
the Reconversion Act of 1944 (Public Law 458, 78th Cong.) contained the follow- 
ing language: 

“For the purpose of this title, a small plant means any small business concern 
engaged primarily in production or manufacturing either employing 250 wage 
earners or less or coming within such other categories as may be established by the 
head of such executive agency in consultation with the chairman of the Board 
of. Directors of the Smaller War Plants Corporation. Such other categories 
should be defined by taking into consideration the comparative sizes of establish- 
ments in a particular industry as reflected by sales volumes, quantities of mate- 
rials consumed, capital investments, or by other criteria which are reasonably 
attributable to small plants rather than medium- or large-size plants.” 

‘Again in the Selective Service Act of 1948 (Public Law 759, 80th Cong.) Con- 
gress stated : 

“* * * a business enterprise shall be determined to be ‘small business’ if 

(1) its position in the trade or industry of which it is a part is not dominant, 
(2) the number of its employees does not exceed 500, and (3) it is independently 
owned and operated.” 
This definition is partially utilized by the Munitions Board for the Department 
of Defense and by the General Services Administration for all civilian agencies. 
However, no attempt has been made to determine whether a particular concern 
is “dominant” in its field. The test of independence is recognized in part by 
administrative ruling. This rule asserts that a “small business” is any concern 
which, “with its affiliates, employs fewer than 500 persons.” 

The Armed Services Procurement Act of 1947 (Public Law 413, 80th Cong.) 
and the Federal Property and Administrative Services Act of 1949 (Public Law 
152, 8ist Cong.) did not include a specific definition of small business. 

In the act establishing the Small Defense Plants Administration (Public Law 
96, 82d Cong.) Congress made no attempt to stipulate precisely what constitutes 
a small business. Instead it authorized the Administration “to determine within 
any industry the concerns, firms, persons, corporations, partnerships, coopera- 


82332—56——_3 
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tives, or other business enterprises, which are to be designated ‘small business 
eoncerns’ for the purpose of effectuating the provisions of this section.” 

It then set up the following broad concept : 

“* * * 9 small-business concern shall be deemed to be one which is independ- 
ently owned and operated and which is not dominant in its field of operation. The 
Administration, in making a detailed definition, may use these criteria, among 
others: independency of ownership and operation, number of employees, dollar 
volume of business, and nondominance in its field.” 

In one of the bills which did not become law (S. 1913, 78th Cong.), the following 
elaborate definition appeared : 

“(A small business is) * * * any enterprise for profit which, * * * if en- 
gaged primarily in production or manufacturing, shall have employed 500 per- 
sons or less for the calendar year next preceding * * *; or * * * if primarily 
a retail amusement, service, or construction establishment, whose net sales or 
receipts for such calendar year shall aggregate not more than $250,000: 

“Provided, That * * * (the business) shall not include any business concern 
which * * * (is) a dominating unit in its trade or industry or otherwise:under 
the management or control of such dominating unit. In making such determi- 
nation * * * shall consider the comparative size of establishments in the par- 
ticular trade or industry involved. * * *” 

It is clear that in all of these expressions of congressional opinion, size itself 
is only one factor in defining the concept of small business. Of equal impor- 
tance are the matters of independence and nondominance. In other words, Con- 
gress recognizes, as it must, that the competitive status of a firm should be con- 
sidered as well as physical size. 





ADMINISTRATIVE DEFINITIONS 


Several Government agencies have attempted to distinguish between large 
and small business for various special purposes. The census classification seems 
to consider all manufacturing establishments as small which have fewer than 100 
employees. Distributing firms, however, are classified on the basis of volume of 
sales. Wholesalers are small if their sales are below $200,000 a year. In respect 
to retailers the dividing line is $50,000. According to this classification, small 
business would include roughly 92 percent of all business establishments, 45 
percent of all employees, and 34 percent of the dollar value of all sales. 

The Bureau of Labor Statistics has attempted to define small business in terms 
of an average for each industry based on volume of employment or sales. All 
firms which fall below this average are deemed to be small. This sets the divid- 
ing line between large and sinall business very low. In some industries a firm 
would be “large” if it employed no more than 13 people. The Bureau of Internal 
Revenue, in its statistics of income, separated the small from the large at the 
figure of $250,000 of total assets. The Temporary National Economic! Connnittee 
used the income limit of $25,000 for small business, $50,000 for medium-size 
business, and any income above $50,000 for large business. 


OTHER DEFINITIONS 


Numerous students of the small-business problem have wrestled with the task 
of definition and have suggested several concepts. In his pioneer work (Small 
Business; Its Place and Problems, pp. 21-22), A. D. H. Kaplan presents a com- 
posite definition based on the following: 

Size.—Mr. Kaplan suggests arbitrary limits of $1,000,000 for volume of 
business, $400,000 for total assets, and 250 for employees; 

Management.—The “small” firm should be a single independent organiza- 
tion directly under the supervision of its owners who are thus also its 
managers ; 

Financing.—The equity capital of the small business is held within the 
circle of owner-managers and is thus obtained from plowed-in profits rather 
than from the general securities market ; 

Area of operations.—Small business is local in character and is dependent 
on the growth and well-being of the community in which it resides. 

As Kaplan remarked of his own definitions, 

“These limits put more than 95 percent of the businesses of the Nation within 
our definition and about half of the persons employed in nonagricultural enter- 
prise. What small business needs in the way of special help, therefore, is not 
one program, but a number of programs tailored to its successive levels—to the 
million establishments of the self-employed with net worth under a thousand 
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dollars, as well as to the small department store or the independent factory whose 
payroll may be the main support of the hometown.” 

In June 1951 the Office of Small Business of the National Production Authority 
offered an elaborate proposal for classifying manufacturing concerns by size 
(National Production Authority, A Proposed System for Classifying Manufac- 
turing Concerns by Size). According to this classification, any establishment 
with less than 50 employees is small, and any with 2,500 or more employees is 
large. Between these limits a business is large or small according to the general 
structure of the industry to which it belongs. The larger the percentage of total 
output produced by large firms, the larger the number of employees a firm could 
have and still be classified as small. In fur goods, no firm with more than 50 
employees would be considered small. In aircraft manufacturing, it might have 
as many as 2,500 employees, and still be small. 


COMMITTEE DEFINITION 


This committee makes no attempt to formulate a rigid definition of small busi- 
ness. It believes that the concept of small business must remain flexible and 
adaptable to the peculiar needs of each instance in which a definition may be 
required. From the standpoint of general policy, the essential thing is to under- 
stand the problem of small business. This is to maintain the vigor of the com- 
petitive system, to assure free opportunity to establish a new business and to 
grow, to prevent oppressive and coercive tactics, in a word, to give the smaller 
concerns an even break. 

For legal and administrative purposes, a rather precise definition may at times 
be necessary. But it is clear that such a definition must be somewhat arbitrary 
as objective criteria whereby the small firms may be rigidly distinguished from 
the large simply do not exist. This, however, does not destroy the usefulness 
of a definition. In the various statutes enacted by Congress pertaining to the 
small-business problem, Congressional intent has been unmistakably expressed. 
The responsibilities of the administrators of these laws are clear and have not 
been obscured by any lack of precision in legislative language. 

This committee is also convinced that whatever limits may be established to 
the category of small business, they must vary from industry to industry accord- 
ing to the general industrial pattern of each. Public policy may demand similar 
treatment for a firm of 2,500 employees in one industry as it does for a firm 
of only 50 employees in another industry. Each may be faced with the same basic 
problems of economic survival. This merely points to the desirability of granting 
to the administrative authority considerable discretion in classifying firms. 
For this reason, the committee does not view with favor the establishment of a 
fixed limit, such as 500 employees, to be universally applied to all industries. 
It believes this to be too precise and restrictive to meet the requirements of public 
policy. The provision in the Defense Production Act giving the Small Defense 
Plants Administration authority to determine which firms are small would seem 
to be much more appropriate. 

Apart from sheer physical size, the concept of small business must include 
the element of competitive status. Inasmuch as one of the basic objectives of 
public policy in this area is to preserve the competitive system, no business should 
be considered “small” which is not strictly competitive. Dominant firms, concerns 
tied to larger units, and affiliated plants should be excluded. Public concern must 
extend to the independent firm as well as to the small firm. 

Although it is true that the concept of smallness is relative in that the status 
of a particular firm must be judged in reference to that of its competitors, there 
are limits to the extent to which the element of relativeness may be carried. 
A firm can be small even though all its competitors are even smaller; or it can 
be large even though it is not so large as other members of its industry. Some 
industries, as, for instance, certain of the apparel trades are tenanted exclu- 
- sively by small concerns. Other industries, like aircraft manufacturing, consist 

entirely of large firms. 

In summary, the concept of small business is an outgrowth of our public policy 
of preserving free competition and of maintaining the integrity of independent 
enterprise. It must be flexible and capable of adaptation to the requirements of 
that policy. The specific determination of the class of firms which are deemed 
to be small must vary from industry to industry although there are limits 
beyond which all firms in an industry may be either large or small. Within the 
scope of Congressional standards, the matter of precise definition should be 
left to administrative determination. (H. Rept. 2513; 82d Cong., 2d sess.) 
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Mr. Mutter. Does either counsel want anything else spread upon 
the record before we proceed ? 

Mr. Manzss. At this time I would like to spread on the record the 
final report of this committee for the 81st Congress, House Report 
No. 3237, pages 53-54, entitled “Definition of Small Business.” 

Mr. Moxrer. The text appears under title “Definition of Small 
Business,” definition and current use by Government agencies, defini- 
tion industry by industry.” 

(The document referred to is as follows :) 


DEFINITION OF SMALL BUSINESS 


The present definition of small business utilized by governmental agencies is 
the result of tortuous thinking during World War II. It was an attempt to 
find a logical division between large and small industry for the purpose of admin- 
istering the Smaller War Plants Act of 1942. This definition, by adoption, has 
been carried over into several acts of Congress. 


DEFINITION IN CURRENT USE BY GOVERN MENT AGENCIES 


The Selective Service Act [Public Law 759, 80th Cong., sec. 18 (a)] sets forth 
that “a business enterprise shall be determined to be ‘small business’ if (1) 
its position in the trade or industry of which it is a part is not dominant, (2) the 
number of its employees does not exceed 500, and (3), it is independently owned 
and operated.” 

In administering the provisions of the Armed Services Procurement Act of 1947 
(Publie Law 413, 80th Cong.), the Department of Defense utilizes the foregoing 
definition only in part. Determination is made whether or not the number of 
employees is 500 or less, including subsidiaries and affiliates. No determination 
is made as to whether a particular concern is dominant in its trade or industry 
or whether it is independently owned and operated. In administering the Fed- 
eral Property and Administrative Services Act of 1949 (Public Law 152, 81st 
Cong.), the General Services Administration has included the same proviso 
used by the Department of Defense (500 or less employees, including subsidiaries . 
and affiliates) in its supply contract form, which is applicable to all civilian 
agencies of the Government. The foregoing 500-employee rule was adopted in 
order to exclude misclassification of “small business” through inclusion in pro- 
curement records of purchases made from branch factories or offices of large 
concerns. This step was necessary because, as was set forth in the Progress 
Report (pp. 8-11), thousands of procurement actions were classified as “small 
business” whereas they should have been classified as “other business.” 


DEFINITION, INDUSTRY BY INDUSTRY 


Granting the contentions of the several procurement agencies that the “dom- 
inant’ and “independent” tests are not workable, it is evident that the. 500-. 
employee rule is not a sufficient definition. This is because of the character and 
structure of American trade and industry. In some industries, the loyee 
rule has good application, while in other industries it is meaningless. In the 
proposed Small Business Defense Plants Act of 1950, an industry-by-industry 
determination is contemplated. : 

One of the principal advantages of an industry-by-industry classification of 
small business would be the inclusion of thousands of. small and medium inde- 
pendent businesses who are now excluded by the 500-employee rule. Certainly, 
in many industries this rule is too liberal, and in many other industries it is 
too restrictive. At present, we have a definition which literally has little mean- 
ing in the executive departments and agencies; nevertheless, it is the law of 
the land. The committee recommends that the present definition of small busi- 
ness be realistically revised in order that all small business may be included in 
a meaningful definition. (H. Rept. 3237, 81st Cong.) 


Mr. Manezss. I would like to spread on the record, Mr. Chairman, 
House Report No. 494, of the House Banking and Currency Com- 
mittee, 83d Congress, 1st. session, page 3, entitled “Small Business Act 
of 1953.” Also I would like to place in the record House Report. No. 


1045, 84th Congress, 1st session, entitled “Small Business Adminis- 
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tration and Related Activities,” pages 7 to 10, subtitled “Defining 
Small Business.” 
(The documents referred to are as follows :) 


SMALL BUSINESS 


Small business is the bulwark of free competitive enterprise. As long as the 
ownership and operation of business is diversified—there are over 4 million 
business concerns in the United States today—there is little danger that Gov- 
ernment could, even if it was so inclined, make much of an inroad in substituting 
Government operation for private operation. Congress recognizes the impor- 
tance of small business to our free competitive economy and in this bill declares 
as its policy “that the Government should aid, counsel, assist, and protect 
insofar as is possible the interest of small-business concerns in order to preserve 
free competitive enterprise, to insure that a fair proportion of the total purchases 
and contracts for supplies and services for the Government be placed with 
small-business enterprises, and to maintain and strengthen the overall economy 
of the Nation.” 

For the purposes of this act, a small-business concern is deemed to be one 
which is independently owned and operated and which is not dominant in its 
field of operation. Thére can be many bases for the classification of business 
concerns to determine whether they are small or large. Concerns may be classi- 
fied as to number of employees. They may be classified as to dollar volume of 
annual sales. They may be classified as to gross assets. They may be classified 
as to net worth or as a refinement of this procedure by tangible net worth. 
Within any of these classifications, as well as others not mentioned, there is 
wide variation between industry and commercial groups as to what is small busi- 
ness and what is big business. 

The determination must take into consideration the general size structure 
within the industry or commercial group to which the particular concern belongs. 
For instanee, a given volume of sales or number of employees for a concern 
considered small business in one industrial group, if applied to a concern in 
another industrial group might well place that concern in the big business 
category of its particular group. It would be impractical to include in the 
act a detailed definition of small business because of the variation between 
business groups. It is for this reason that the act authorizes the Adminis- 
tration to determine within any industry the concerns which are to be designated 
small-business concerns for the purposes of the act. 


DEFINING SMALL BUSINESS 


The question of a proposed definition of small business has been a recurring 
one over the years. It has been recognized by this committee that no single 
definition may be expected to meet all requirements. It was in recognition of 
the varying situations which motivated this committee to depart from rigid 
standards and leave the definition of small business to administrative determina- 
tion. The Small Business Act of 195 placed this responsibility wholly within 
the Small Business Administration. Witnesses at the recent hearings held by 
Subcommittee No. 2 testified to the difficulty in setting up standards to guide 
administrative action in defining small business in the various fields of govern- 
mental operations. It was demonstrated that an acceptable definition covering 
lending activities must be flexible in its application to the several segments 
of production and distribution in each industry. It was testified at the hearings 
that a workable definition had. been established by the Small Business Adminis- 
tration in its financial-assistance program. Likewise, the same flex'bility and 
adaptability must be obtained in the consideration of contract awards to small 
business by the Government. The arbitrary 500 rule used in procurement by 
the Small Business Administration and the Department of Defense created a 
double standard in treating small business in one fashion for financial assist- 
ance and in another fashion for procurement. The Small Business Administra- 
tion has adopted one set of criteria for its financial-assistance program and a 
different set of criteria for procurement purposes. It therefore becomes apparent 
that. further legislation is required to bring about the necessary result of a 
single standard for all small-business activities within the Government. 

The standard of 500 or less employees originated in World War II with several 
variations. For the want of a better definition, the 500 rule generally gained 
acceptance in the Government, although in many instances there was considerable 
reluctance by many Government officials and Members of Congress to accept such 
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a rigid formula. The Selective Service Act of 1948 (Public Law 759; 80th 
Cong.) provided that: 

“* * * a business enterprise shall be determined ‘small business’ if (1) its posi- 
tion in the trade or industry of which it is a part is not dominant, (2) the 
number of its employees does not exceed 500, and (3) it is independently owned 
and operated.” 

The Department of Defense, for a short period after passage of the above act, 
utilized the 500 rule but made no attempt to determine the dominance or the 
independence of a particular Government contractor or supplier. Consequently, 

many concerns employing, thouands, of, persons, were ,erroneously included in 
statistical compilations. These errors came about because a branch office, or a 
branch plant, or subsidiary, or affiliate.-having fewer than 500 employees, would 
be classified as small business. Studies by this committee revealed the dis- 
crepancies, whereupon the Department of Defense adopted a rule which declared 
that a concern is “small business” if it “with its affiliates employs fewer than 
500 persons.” The Armed Services Procurement Act of 1947 (Public Law 413, 
80th Cong.) and the Federal Property and Administrative Services Act of 1949 
(Public Law 152, 81st Cong.) did not include a specific definition of small busi- 
ness. These acts did reaffirm, however, that: 

“Tt is the declared policy of the Congress that a fair proportion of the total 
purchases and contracts for supplies and services for the Government shall be 
placed with small business concerns.” 

The Small Business Act of 1953 (Public Law 163, 83d Cong.), section 212 (c) 
empowers the Administration “to determine within any industry the concerns, 
firms, persons, corporations, partnerships, cooperatives, or other business enter- 
prises which are to be designated ‘small business concerns’ for the purpose of 
effectuating the provisions of this title.” 

Using the criteria established in section 203 which is as follows: 

“For the purposes of this title, a small business concern shall be deemed to be 
one which is independently owned and operated and which is not dominant in its 
field of operation. In addition to the foregoing criteria, the Administration, in 
making a detailed definition, may use these criteria, among others: Number of 
employees and dollar volume of business.” 

The subcommittee recognizes the difficulties attendant on the problem which 
the Congress has placed in the hands of the Small Business Administration for 
practical solution. The principal concern of the subcommittee at this time is that 
the Administration has not acted as expeditiously on a revised definition appli- 
cable to Government procurement as is desirable. This is particularly true when 
viewed in the light of the continuing enormous expenditures by the Department 
of Defense for our National Defense. 

In any definition applicable to Government procurement, the subcommittee 
is fully aware of the importance of the word “affiliate.” In the subcommittee’s 
opinion “affiliate” should also imply any type of control by a person or a con- 
cern who approaches the Government under the cloak of “small business,” Con- 
trol need not necessarily be or mean financial control, but any form of affiliation 
through which control is actually exercised. 

As indicated, the Department of Defense still maintains the 500 rule in the 
award of contracts to small business and to a degree the independence test 
through the use of the phrase “with its affiliates.” 

The Administrator of the Small Business Administration testified : 

“We have, as you know, retained the same definition that has been used by the 
Department of Defense; that is, 500 employees or less being the definition for 
procurement. We have never been satisfied with that definition and are not at 
present.” 

Witnesses for the Department of Defense stated that: 

“The definition of small business that is used by the Defense Department is 
contained in the Defense Department Directive 4100.10, section III A, dated 
December 16, 1954. The directive states that: 

“A small-business concern is one which, including its affiliates, employs in the 
aggregate fewer than 500 persons. This definition shall be in effect for all pro- 
curement matters and those directly related to procurement, subject to modifica- 
tions by the Small Business Administration.” 

In addition Defense officials testified that: 

“* * * We would change our definition if we were directed to do so by the 
Small Business Administration. It is intended to recognize the fundamental 
authority of the Small Business Administration in the field of setting the 
definition.” 

Witnesses for the General Services Administration testified : 
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“We will be perfectly frank, we are not satisfied with it, but we do use in the 
first instance the definition of 500 or more employees, then if a question arises 
within that, we go to the other criteria of dominance in the field of operation * * * 
we do tise the cutoff of 500. If a question arises, then we do make an individual 
determination on the other criteria.” 

Witnesses for the Atomic Energy Commission stated in effect that they had 
solved the doubtful cases involving the definition of small business by requesting 
the Small Business Administration to make the determination. 

There is no doubt of the authority of the Small Business Administration with 
respect to defining small business. Therefore, this subcommittee recommends 
that whenever any Government official or any Government department or agency 
is in doubt as to whether a particular firm is or is not small business or when- 
ever it is questioned whether a firm is small business, the Government agency 
should be required to request a determination by the Small Business Adminis- 
tration. The Administration, thereupon, should make the determination and 
certify its conclusions to the applicant official, department, or agency which 
would be binding until or unless subsequent investigation discloses a change 
in status or in fact. 

The subcommittee recommends, therefore, that the Small Business Act be 
amended by the insertion of an additional proviso in section 212 of Public Law 
163, 83d Congress, “the Small Business Act of 1953,” which shall read: 

“To certify to any department or agency of the Government or any officer 
thereof, as to whether the firm is or is not a small-business concern under the 
authority granted in section 212 (c) in accordance with the criteria established 
by section 208 of the act.” 

In order to remove all remaining doubt as to the jurisdiction and responsi- 
bility of the Small Business Administration with regard to the definition of 
“small-business concerns,” the subcommittee recommends the adoption of an 
amendment as follows: 

“The last sentence of section 18 (a) of the Selective Service Act (Public Law 
759, 80th Cong.) which reads: 

“For the purposes of this section, a business enterprise shall be determined to 
be ‘small business’ if (1) its position in the trade or industry of which it is a 
part is not dominant, (2) the number of its employees does not exceed 500, and 
(3) it is independently owned and operated, is hereby repealed.” (H. Rept. 1045, 
84th Cong., Ist sess.) 


Mr. Maness. I would like to spread on the record—section 203 of 
the Small Business Act of 1953, as amended, which reads: 


For purposes of this title a small-business concern shall be deemed to be one 
which is independently owned and operated and which is not dominant in its 
field of operation. 

In addition to the foregoing criteria the Administration in making a detailed 
definition may us these criteria among others: Number of employees and dollar 
volume of business. (P. L. 163, 88d Cong.) 


I would like to spread on the record the Fifth Semiannual Report 
of the Small Business Administration for the 6 months’ period ending 
December 31, 1955, pages 80 through 82, entitled “Small Business 
Definition for Procurement.” 

(The document referred to is as follows:) 


SMALL Business DEFINITION FOR PROCUREMENT 


The Small Business Administration has taken action to modify the standard 
of 500 employees which has been used for years by the Government procurement 
agencies as the dividing line between large and small firms. The 500 rule had 
the advantage of easy administration, and in preparing a new definition the 
difficulties of administration by procurement agencies that have widely scattered 
offices were given prime consideration. While the Small Business Administra- 
tion has the power to take arbitrary action in issuing a definition, a definition 
which has the concurrence and agreement of all procuring agencies of the 
Government will have a wide and enthusiastic acceptance. 

The Small Business Administration has organized an Interagency Task 
Force to evolve a definition of small business which will be flexible and permit 
the use of either a lower or higher standard depending on the field of operations. 
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A proposed definition and a redrafting subcommittee is currently placing a new 
definition in final form. 

The essental elements of the new definition will be: 

1. A small business concern for the purpose of Government procurement 
is a concern that is (a) not dominant in its field of operation and employs 
fewer than 500 employees, including the employees of its affiliates, or (b) 
has been certified as a small business concern by the Small Business 
Administration. 

2. In the submission of a bid or proposal on a specific Government pro- 
curement, a concern may represent that it is a small business concern under 
part 1 (a) of the above definition, and in the absence of challenge such 
concern will thereby qualify as a small business concern for the purpose of 
Government procurement. 

8. A business concern may qualify for a small business certificate as 
described in part 1 (b) of the above definition and as provided in the act, 
by applying to the Small Business Administration regional office for the 
region in which the applicant has its principal place of business. When 
appropriate a small business certificate will be issued and such concern will 
thereby qualify as a small business concern for the purpose of Government 
procurement. 

The foregoing will modify the 500 rule by— 

1. Excluding those concerns which employ fewer than 500 employees, but 
are (a) dominant or (b) not independent. Such concerns may be excluded 
either as a result of being challenged or otherwise being denied a small 
business certificate. All other concerns in this group may self-qualify as 
small business. 

2. Including some concerns which are (a) not dominant, and (b) inde 
pendent, in the above 500 group. The “certifying” process will be used for 
this purpose. Concerns which are relatively small in their industry may 
qualify as small business even though they employ more than 500. Any such 
size determination will be made after giving due consideration to the objec- 
tives of the act. 

Eligible concerns may self-certify, thus relieving the Small Business Adminis- 
tration of the administrative burden of issuing a multitude of certificates. ‘Thus 
it will be necessary for a challenge or application for certificate to be processed 
only in borderline cases. 

The new definition will allow participation by concerns actually small in their 
fields of operation. The “certifying” process may be used to utilize fully the 
criteria set forth in the act as a means to qualify concerns in the above 500 group. 
Thus the present 500-employee rule under the new definition will be given 
flexibility, and the competitive situation in industries more accurately reflected. 


It should result in greater equity without imposing burdensome administrative 
functions. 


Mr. Mutter. We will now call Mr. Barnes. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION, ACCOMPANIED BY DONALD A. 
HIPKINS, DEPUTY ADMINISTRATOR, SMALL BUSINESS ADMIN- 
ISTRATION 


Mr. Barnes. Mr. Chairman, before you start interrogating me, 
could I make one editorial correction in the document which has 
already been introduced ¢ 

Mr. Muturer. Yes, of course. 

Mr. Barnes. I want to do it so that all of the procurement agencies’ 
representatives get a chance to make it into their copy. 

Mr. Mutter. Let me stop you just a moment. For the benefit of 
the reporter, I think each gentleman as he comes forward should 
identify himself with full name and agency so the reporter will have 
that exactly correct. We know most of you men but the reporter 
may not. 
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Mr. Barnes. My name is Wendell B. Barnes, Administrator of the 
Small Business Administration. The editorial correction to which 
I refer is on page 2, section 103.3 (b). The word “Definition” is 
stricken and the word “status” is inserted in its place. 

The second change is on page 3 under the third line following the 
letter (b), the following words are to be inserted, “and which has not 
previously been denied small business status by SBA.” And then in 
the following line after the word “protest,” the following words are 
stricken “or previous denial by SBA of small business status.” 

Mr. Mutrer. Mr. Barnes, please give us a brief statement as to 
how the task force was appointed, how it operated, and how it arrived 
at this definition. 

Mr. Barnes. All right, sir. Mr. Chairman and gentlemen of the 
committee, the need for a revision in the definition of small business 
as used in procurement matters has been discussed by various congres- 
sional committees. Authority is given the Administration to define 
small business in the Small Business Act of 1953. The matter of a 
definition, it is clear to anyone who is familiar with procurement 
matters, extends far beyond the scope of any one agency or one Govern- 
ment department. 

As a matter of fact, in all probability procurement, after taxes, is 
probably the second largest governmental activity. Many Govern- 
ment agencies and departments are directly involved and any change 
in the definition that is made arbitrarily or capriciously can have great 
consequences to the procurement activities that are carried on across 
the country and throughout many Government departments and agen- 
cies. Therefore, it appeared to me that a satisfactory and advisable 
means of developing any changes is to do so in full consultation with 
the Government departments and agencies that are most directly 
involved. . 

In the spring of 1955, after consulting with some of the other Gov- 
ernment agencies and departments to ascertain their willingness to 
take part in such a study, a task foree was appointed by me. Each of 
the other interested Government departments and agencies was re- 
quested to designate someone to serve on the task force to develop a 
new definition or to recommend changes in the present definition which 
would give me a basis upon which to act in connection with adopting a 
new definition. 

This committee began to function in the spring of 1955, and has 
met at frequent intervals since that time with only time out for draft- 
ing and consultation and the development of facts and studies in con- 
nection with the various phases of the definition they worked on. The 
result of these efforts is the document which was introduced into the 
record earlier today. In general it is, I think, very satisfactory from 
the standpoint of operations in procurement matters. 

We gave notice that we were considering such a document by pub- 
lishing in the Federal Register in the middle of January of this year 
a draft of a new definition which had many of the ideas that are in 


this final document. We invited any independent parties to comment 
or to give their suggestions or to appear and present any matters of 
interest in connection with the proposed definition. 
We allowed ample time for that to be done. Then, following that 
time, the task force met again and through drafting a subcommittee 
82332—56——4 
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put the document into rather final form. Since that time a few 
changes have been made as the opinions of the procurement agencies 
became unanimous or nearly unanimous. Needless to say, with so 
many agencies involved which had different missions under their basic 
laws, they had different problems arising under the application of a 
definition such as this one. 

It was our wish first, of course, to find a definition that would pro- 
vide equity in handling the problems of small business procurement 
and, at the same time, would be administratively feasible of operation. 

We have been surprised, really, that there have not been more of 
the small businesses themselves that have expressed interest in this 
matter, through their trade associations. This document has been 
based upon the experience of the procurement people themselves and 
their problems in dealing with the definitions in the past. I think no 
definition of this kind is complete in the sense that you can have a final 
document which is perfect. This is a matter that must be developed 
as we gainexperience. But to me it is a distinct improvement over the 
definitions that have been used in the past, and it is a definition which 
provides flexibility in dealing with some of the problems that are con- 
stantly occurring in connection with Government procurement. 

That concludes my general statement. 

Mr. Rrentman. Mr. Chairman, may I ask a question ? 

Mr. Mouturer. Yes, sir. 

Mr. Rieu~man. In your opening statement you referred to the 
persons with whom you conferred in respect to arriving at the procure- 
ment definition. Does that include the persons you have presented 
here as witnesses from the different departments ? 

Mr. Barnes. I referred to the task force personnel. Wecan supply 
you with the exact list. 

Mr. Rreni_man. I thought it might be well for the record, Mr. Chair- 
man, to have a list of the persons who were members of the task force 
who considered this matter. 

Mr. Barnes. We will supply it to you. 

Mr. Mutter. We requested the attendance today of representatives 
from all the departments that were indicated to us as having supplied 
personnel to that task force. The names may be different. You take 
away with you, Mr. Barnes, a copy of our list and you can indicate to 
us wherein there are any changes 1f there are any. 

Mr. Barnes. I have a corrected list right lide which I can leave 
with the reporter. 

Mr. Murer. Fine. You may submit that and we will make it part 
of the record at this time. 

(The document referred to is as follows :) 


INTERAGENCY TASK Force COMMITTEE ON PROCUREMENT SIzE STANDARDS 


J. W. Askins, Small Business Adviser, Department of the Army, Room 1569, 
Pentagon Building, Washington 25, D. C., Code 131, Ext. 78113 

T. M. Baldauf, Chief, Division of Procurement and Property Management, De- 
partment of Agriculture, Room 103—-W, West Administration Building, Wash- 
ington 25, D. C., Code 161, Ext. 3353 

Paul A. Barron, General Services Administration, Room 5121, 18th and F Streets 
NW., Washington 25, D. C., Code 156, Ext. 5213 

William H. Bozman, Bureau of the Budget, Room 163, Executive Office Building, 
Washington 25, D. C., Code 189, Ext. 2088 
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Captain Neale W. Curtin, Office of Naval Material, Room 2225, Navy Depart- 


aus), 
ment, 18th and Constitution Avenue NW., Washington 25, D. C., Code 131, 
Ext. 66053 

James C, Gill, Office of Chief Purchasing Agent, Veterans Administration, Room 
515, Washington 25, D. C., Code 139, Ext. 3185 

John Hamlin, Director for Small Business, Department of Defense, Room 
SE827, Pentagon Building, Washington 25, D. C., Code 131, Ext. 76907 

Wilho Kallio, Chief, Procurement Division, Post Office Department, Washington 
25, D. C., Code 167, Ext. 483 

Charles T. Macdonald, Chief, Division of Small Business, Federal Trade Commis- 
sion, Room 292, 6th and Pennsylvania Avenue NW., Washington 25, D. C., 
Code 180, Ext. 377 

Thomas G. Meeker, Securities and Exchange Commission, Room 167, 425 2d 
Street, Washington 25, D. C., Code 193, Ext. 2331 

Philip G. Read, Procurement and Contracts Branch, Atomic Energy Commission, 
Room 752, 1717 H Street NW., Washington 25, D. C., Code 144, Ext. 8223. 

Charles A. Richards, Director, Office of Small Business, International Coopera- 
tion Administration, Room 417, 1800 H Street NW., Washington 25, D. C., 
Code 140, Ext. 2676 

J. Kennard Weddell, Chief, Small Business Office Headquarters, United States 
Air Force, Room 4D257, Pentagon Building, Washington 25, D. C., Code 151, 
Ext. 74126 


N. O. Wood, Director of Property Management, Room 6120, Department of In- 

terior Building, Washington 25, D. C., Code 155, Ext. 3185 

Mr. Barnes. I do not mean to indicate that each person listed was 
always present. On some matters certain departments were more 
interested than others. A subcommittee was appointed for draftsman- 
ship purposes. But, generally speaking, the work evolved as a result 
of the efforts of that group. 

Mr. Muurer. It appears that what you have done is set up 2 defini- 
tions, 1 under section 103.3, the “Definition of Small Business for 
Government Procurement.” The other one, section 103.4, “Definition 
for Small Business for Financial and Other Assistance.” That is 
correct, is it not ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. You have changed the title of section 103.3 to “Status” 
instead of “Definition.” What isthe reason for the change in verbiage ? 

Mr. Barnes. This was the other form originally agreed upon. It 
is thought that this more nearly states what is in the paragraph. I 
am informed that the procurement agencies are in substantial agree- 
ment that this is a desirable subtitle for this paragraph. We, there- 
fore, are willing to accept it. 

Mr. Mutter. May I say in every instance when the head of a depart- 
ment steps forward he may bring with him to the table any other 
members of his staff so they may consult or offer any explanation that 
they may be called upon for. 

Mr. Barnes. The other change was merely moving the language 
from a preceding sentence in accordance with a previous agreement. 

Mr. Mutrer. It is the purpose and intent to keep in this definition 
the separation of small business, one for Government procurement and 
the other for financial and other assistance ? 

Mr. Barnes. Yes, sir; I would like to comment on that. Under the 
financial assistance program, the definition that is used is of course 
entirely within the administrative control of SBA. Only our em- 
ployees are involved. Furthermore, it is possible to instruct them 
so they can deal quickly with these definitions. In addition, we are 
dealing with groups that fit rather definitely into an industry classifi- 
cation, The definition that is used for financial assistance and every- 
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thing other than procurement was cantons after experience and 
after studies of the business census made by the Bureau of Census 
in the Department of Commerce. Not that the figures used are obtain- 
able from the Census, but the Bureau of the Census make a numerical 
count and it is therefore possible to study the past reports of the busi- 
ness census and arrive at a fairly accurate conclusion as to what com- 
prises smal] business in each industry. 

The figures that are attached in this document, as schedule A, how- 
ever, are based on the 1947 census. We had hoped to have available 
the figures from the 1955 business census, but those figures will not be 
available until the first of January next year. After they are avail- 
able, we will begin again to study this latest census. We will no 
doubt, have revisions to make in schedule “A” at that time, because it 
it is true that from time to time there are changes that occur within an 
industry which make desirable such a revision. 

We regard the figures that are given in schedule “A” as at least a 
starting point in determining size standards under the financial as- 
sistance program. We go by them unless a loan applicant wants to 
make a showing that they are in error, We then give them an oppor- 
tunity to demonstrate that the situation is different than we have 
concluded it to be ourselves. 

If the applicant is persuasive and produces evidence that is conclu- 
sive in our opinion, we will modify in the exact figures that we have 
shown there. 

None of those things are true in connection with procurement mat- 
ters. We at first thought that we could have a similar type schedule 
that would apply on an industry basis to procurement matters. How- 
ever, the people that use the definition for procurement matters are 
not all within one agency. Instead they are scattered throughout 10 
different Government agencies. They are engaged in making de- 
cisions at the rate, I understand of some 8,000 a day if you include all 
the contracts entered into by the Government. 

In addition the definition extends into private industry where many 
prime contractors will be using the same type of definition. We don’t 
have any idea how far it may go, but certainly it will be used many 
times as compared to its use under the financial assistance program. 

Furthermore, in procurement the buying is usually done by com- 
modities rather than by industry. Therefore it is not possible to be as 
accurate with an industry classification for procurement as it is for 
loan matters. 

Mr. Murer. Should this definition finally be approved, haven’t you 
created this anomalous situation that the ABC do, may come in and 
get a certificate for procurement purposes showing that it is small 
business. When the question of its competency is raised, it goes to 
to the Small Business Administration and gets a certificate of com- 
petency. Now it has 2 certificates from your agency, 1 that it is small 
business and the other that it is competent to perform the contract. 
Then a month later, after the award of the contract, they come back 
and want financial assistance and then because of your definition, you 
say, “You are not small business.” 

Mr. Barnes. In order to avoid that problem, we have indicated in 
this definition that if they receive a certificate of competency they are 
considered small business for all purposes including loan pu 
The situation to which you refer might occur if the applicant did not 
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ask for a certificate of competency and had between 250 and 500 em- 
ployees in a category where the limitation for financial assistance was 
250. In that type ae case, it is true that they would be given a certifi- 
cate for procurement purposes and would on the face of it be ineligible 
for a loan because of their size, 

There are some problems we will have to work out as we go along. 
That very likely is one. But as near as we have been able to estimate, 
there is only a very small percentage of companies that would fall into 
that category. In loan situations where an inequity occurs, it is all 
within our control. We can have a hearing on it and give the appli- 
cant an opportunity to show that our standard is too sharply drawn. 

The same would not be quite as easily done in procurement matters. 

About all I can say is that I don’t think more than 1 or 2 percent. of 
the companies that would be classed as small under the 500 definition 
would be affected by a situation such as you mentioned. I would rather 
try to deal with those on a case by case basis, than to anticipate that 
these companies will be a source of trouble. 

Mr. Muurer. In other words under the definitions as you have set 
them forth here, even in procurement, it would leave the question open, 
so that either a bidder who was disqualified for procurement on the 
ground that it is not small business or one who has been disqualified 
because it is big business, in either event, despite your general defini- 
tion here, a hearing could be held. 

Mr. Barnes. Yes, sir. 

Mr. Mutrer. If the protest were made, either by the department or 
a successful bidder or an unsuccessful bidder, a hearing could be held 
to determine what the fact is, in a particular case as to the particular 
company concerned. 

Mr. Barnes. Yes, sir; we anticipate that the status of companies 
will change from time to time. We may deny a small-business cer- 
tificate to a company on the basis of facts which exist today, however, 
that same company may come before us a year later and present a dif-. 
ferent situation and we will have to reconsider it at that time. 

Mr. Mutrer. In the light of that possibility of change—we know 
there will be change all the time—what is considered large business 
today may just be over the line, and next week may become small busi- 
ness or what is small business today, next week may become large busi- 
ness should we require in connection with all procurement a certifica- 
tion by the bidder or the party negotiating for the contract as to the 
fact that they are small business and that there has been no change 
since the last certification by SBA. 

Mr. Barnes. This system in effect does that. They will have to 
represent through the self-certification procedure that they are small 
business. 

I am hopeful that 95 to 99 percent of the cases will be handled under 
that procedure and that only im the close cases, the 5 percent or 10 per- 
cent that are in actual doubt about their status will there be requests 
for a certificate based on more detailed information. 

Mr. Mutter. On page 3 of the proposed definition section 103.3 
subdivision (d) states the alternative: 

In the submission of a bid or proposal on a Government procurement, a con- 


cern which meets the criteria of section 103.3 (a) or (b) may represent that it 
is small business. 
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My question is: Shouldn’t we require that such a representation be 
included in the bid or proposal if the bidder contends that it is small 
business ¢ 

Mr. Barnes. You did not read that with the interdelineation I gave 
you a while ago. It should read, “Under section 103.3 (a) or (b) and 
which has not previously been deemed small business status by SBA 
may represent that it is small business.” 

Mr. Mourrer. You still havea “may.” There is still no requirement 
that there must be a certification by the bidder. In other words you 
issued the certificate 6 months ago and during the last 6 months the 
concern has become big business. The procurement officer may rely 
on your certificate unless you require that the firm certify that the 
situation has not changed. 

Mr. Barnes. In both the operating instructions which we will put 
out under this definition, and in the implementation by the procure- 
ment agencies and in the forms there will be a place, as they have now, 
for an indication on the part of the bidder as to what is his status. 

The “may” refers to whether they may do it themselves or apply for 
and receive a certificate. 

Mr. Motrer. That does not meet the point I raise. This puts it in 
the alternative. He may go in and get a certificate in which event the 
certificate is conclusive or he may represent he is small business. If he 
is representing he is small business that is fine, but suppose he obtained 
a certificate 6 months ago that he is small business and has been bid- 
ding and getting contracts and during the 6 month period he has grown 
so he is no longer small business? 

The agency giving him the contract may rely on the certification 
already on file. Unless he comes forward and makes some other repre- 
sentation he will come in and make his bid and take his contract unless 
somebody else finds out about it and makes a protest. I am suggesting 
that you require him to make a certification in connection with each 
hid and proposal that he is small business, that is in addition to his 
obtaining the certificate. Once the certificate is issued to him that is 
fine. He knows better than anybody else whether the situation has 
changed and he should be required to certify that there has been no 
change. 

Mr. Barnes. In the wording of the certificate itself, the obligation 
will be placed on him to report any change in status, if he seeks to re- 
new it. As to the rest, it is my impression that in the bid forms there 
is presently and would continue to be a requirement of certification 
by the bidder as to his status. 

Mr. Merirr. Mr. Hamlin, can you help us out on that situation? 
Will there be a directive from your department requiring such certifi- 
cations in bids and proposals? 


STATEMENT OF JOHN HAMLIN, DIRECTOR OF SMALL BUSINESS, 
DEPARTMENT OF DEFENSE 


Mr. Hamuin. Yes. The bidder will be required to state under cir- 
cumstances where he would not wish to misrepresent his status that he 
is either a large-business or a small-business concern. We have been 
doing that and we will continue to do that. 
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Mr.Riniman. Are we to understand that would be true each time 
a small-business man came before the Defense Department in his effort 
to secure a contract? 

Mr. Hamtur. Yes; this is part of the statement which he files. 

Mr. Rieniman. In each instance! 

Mr. Hamu. Part of his bid; yes. 

Mr. Rreutman. In every instance? 

Mr. Hamurn. Yes; that is correct. 

Mr. Murer. May we address the same general question to the other 
departments that are listening? If they are going to take a contrary 
position I would like to have them make it known to us now. May we 
assume for the purposes of this record that each of the procurement 
departments represented here will also require such certifications in 
connection with their bids and proposals? 


STATEMENT OF PAUL A. BARRON, MEMBER OF THE STAFF OF THE 
GENERAL COUNSEL, GENERAL SERVICES ADMINISTRATION 


Mr. Barron. Sir, our agency prescribes standard forms and a revi- 
sion to the standard form is planned which when promulgated and 
used by all agencies will automatically make provision for this. 

Mr. Mouurer. For such certification ? 

Mr. Barron. Yes, sir. 

Mr. Mutter. Thank you. 

May I ask the general question and any representative may speak 
up and identify himself and we will put the answer on the record. Is 
there any agency, Government agency, that takes exception to the 
definitions and the explanations as given to us by Mr. Barnes as Ad- 
ministrator of the Small Business Administration ? 

In other words the committee may assume that all of the procure- 
ment agencies are in agreement with this proposal? None of you 
take any exception to it? 


STATEMENT OF PHILIP G. READ, PROCUREMENT AND CONTRACTS 
BRANCH, DIVISION OF CONSTRUCTION AND SUPPLY, ATOMIC 
ENERGY COMMISSION 


Mr. Reap. We do not take exception to the draft to the extent of 
disagreeing or nonconcurring in the definition as presently proposed ; 
however, there are 2 or 3 points with which we are not in entire agree- 
ment and I think we would like to reserve our opinions as to the 
desirability of some change on those points. 

Mr. Mvtrer. I think it would be wise if you came forward at this 
time, took a seat at the table here too, and gave us the benefit of your 
views and told us precisely what you think can be improved from 
the viewpoint of your agency. 

Mr. Barnes. Perhaps I can make a statement before Mr. Read 
starts. I do not represent that all of the agencies are in complete 
agreement. In fact, in that respect, as I said at the start, there are 
divergent viewpoints with different problems. I do represent there is 
more unanimity of opinion about this document than probably any 
other one that I can devise there in a reasonable length of time. 
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Mr. Muurer. Mr. Barnes, I am sure that you made that perfectly 
clear to us both off the record when you visited with us and on the 
record here today. Please don’t think that we are trying to put you 
on the spot or find fault with you. What we are trying to do is develop 
any reasons or arguments that may indicate to us that we ought to 
say to you, Mr. Barnes, despite the great unanimity in favor of this, 
we suggest you take the opinion of some other department or maybe 
we will need different definitions. Maybe we will have to suggest to 
you that there should be one definition in one department and another 
for another. 

The reason for calling this hearing in this way is to get on the record 
the views of all the departments. None of us expect that there would 
be unanimity of opinion on any subject in so large a group. 

Now, Mr. Read ? 

Mr. Reap. Mr. Chairman, as I indicated in answering your question 
we do not nonconcur in this piece of paper and we have been very 
happy to work with SBA on the interagency task force and with the 
drafting group to develop the piece of paper we are reviewing today. 
However, there are 2 or 3 points which appeal to me as meriting some 
further consideration either now or at some later date. First I have 
reference on section 103.2 (c) which provides that the number of 
employees will be determined on the basis of an average of four 
quarters. 

It is my opinion that this sets up a rather strenuous standard for 
small-business concerns to meet. In effect it would require them in 
many cases to establish their small-business status over a period of 
virtually a year. Heretofore we have considered the number of em- 
ployees as of the date of the procurement. 

If we felt it desirable to make it a little more stringent we might 
place it on a quarterly basis or on a one month’s basis. But to require 
a concern to maintain small business status for a period of 12 months 
seems to me rather difficult a hurdle to get over. 

Furthermore the term procurement as we use it in this paper in- 
cludes manufacturing but it is also intended to encompass construc- 
tion. In the construction field, companies experience wide variations 
in the number of their employees. 

It seems to me it would be more realistic to use a shorter period of 
time and I would prefer to see the standard employed that has been 
used in the past which is the number of employees as of the time the 
action is entered into by the departments. 

Mr. Muurer. On that point, Mr. Read, if the company at the time 
of submitting its bid and proposal had 200 employees and you judged 
it on that basis, and awarded the contract, yet it was perfectly ob- 
vious in order to fulfill that contract he would have to put on 400 more 
employees, would you still give him the contract? 

Mr. Reap. I think that this is a difficult question to answer. If a 
manufacturing contract is involved, I think that I would agree that 
there are some persuasive reasons for considering the company big 
business. : 

In the construction industry unfortunately we are attempting to 
use a standard that is more applicable to manufacturing than it is to 
construction and we are trying to apply it in the latter area as well. In 
construction, it is a fact that a firm may put on 600 employees for a 


‘ 
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period of 2 or 3 weeks and then go back to the status of 25 or 200 em- 
ployees, as the case may be. It seems more realistic to me to con- 
sider a construction firm more nearly on the basis of its basic staff. 

Mr. Rrextman. What would be an “average” number of employees 
for a small construction firm? 

Mr. Reap. Well, it is my impression that the basic staffs of many 
firms might be 15 or 20 people. A larger firm might be 50 or a hun- 
dred. But you do have these momentary expansions when they 
mushroom way up and then shrink down again. The way we are set 
up now if a firm hired a thousand or 2,000 people for a short period of 
time and its status is determined on the basis of a 4-quarter aver- 
age, I believe this would give us a distorted picture of the employ- 
ment of that concern for purposes of small-business status. 

Mr. Mutter. You point up the necessity of having definitions on 
an industry-by-industry basis. 

Mr. Reap. When you get into an industry-by-industry operation, 
I think perhaps the administration of the definition might fall of 
its own weight. That of course is the problem you get into, the min- 
ute you go in that direction. I would hope that we could continue 
to operate with some formula comparable to the one that we are 
considering here today but modified so that it would be reasonably 
applicable to the entire area we are considering. 

I wouldn’t be adverse to say a 30- or a 90-day period but it does 
seem to me that the 4-quarter basis is unnecessarily difficult. 

Mr. Moutrer. Do we not then run into the question of the statistical 
prunes involved? I don’t believe there are any monthy reports 
ing required to be filed with Government agencies. Ninety days 
is a quarterly report. But if you ask for a 30-day standard—are there 
any agencies requiring 30-day reports? 

Mr. Reap. As to employment ? 

Mr. Murer. Yes. 

Mr. Reap. Not that I know of. Heretofore we have been predicat- 
ing the number of employees on the representations of the individual 
— Unless there is a reason to depart from that, we could continue 
to do so. 

Mr. Mutter. How do you check the man? If he makes a repre- 
sentation for 30 days and the only reports he files are on a quarterly 
basis, you must rely completely on his representation. 

Mr. Reap. If it is a problem of checking his representation, I can 
see the merit of going to a 90-day period if there are 90-day reports 
available. 

I wouldn’t be adverse to basing the definition on a 90-day period. 

Mr. Mutter. Do you have any other points you wish to make? 

Mr. Reap. Subparagraph (e) of the same section has to do with the 
problem of affiliation and it also speaks of the matter of independence 
of ownersship and operation, a factor which is mentioned specifically 
in the statute. 

It seems to me that as presently drafted these two concepts are in 
conflict with each other. In the first place, I think that probably we 
are al] pretty well in agreement on what constituted independence of 
ownership and operation. I also think there would be general agree- 
ment that it would be very difficult to create a definition based on a 
literal use of the term “independence of ownership and operation.” In- 
evitably there almost has to be some degree of afliliation incorporated 
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into that concept. However, the way this paper is drafted at: the 
present time seems to rule out an interpretation of independence of 
ownership and operation which permits any degree of affiliation. The 
language of the draft creates the conflict by specifying independence 
of ownership and operation or affiliation. It seems to me that within 
the limits of the definition our use of the term “independence of owner- 
ship and operation” must permit a degree of affiliation. 

Mr. Mutter. What language would you suggest instead of that? 

Mr. Reap. Frankly, I recognize the desirability of reflecting the lan- 
guage of the statute. However, it seems to me insofar as the text 
of this paragraph on affiliates is concerned that in order to be accurate, 
it would be necessary to strike the words “independently owned and 
operated.” 

Mr. Mutter. Strike them from the statute? 

Mr. Reap. Strike them from the language of this paragraph. I 
don’t believe the word “affiliates” appears in the statute. 

Mr. Mutter. No; but isn’t this a fair interpretation of the intent of 
the statute? You would have to take out independently operated and 
owned in order to take it out of the definition. 

Mr. Reap. In the definition we say “A small-business concern for 
purposes of Government procurement is a concern that (1) is not 
dominant and with its affiliates employs fewer than 500 employees.” 

Now going back to the definition of affiiates that has been set up we 
speak oF “determining whether concerns are independently owned and 
operated or whether affiliation exists.” 

We say in the general definition that we will accept some affiliation, 
however, in the definition of affiliates we say independence of owner- 
ship and operation or affiliation. 

o me these are exclusive. I recognize that we have the problem 
of complying with the statute but as handled in this paper, I think 
these factors are incompatible. 

Mr. Mutter. I think it was the intent of Congress to be sure that no 
large corporation could come in and through an affiliate or subsidiary 
get a small-business contract particularly set aside for small business. 
While I recognize the validity of your arguments, I don’t think we 
can make the change you suggest without doing violence to the intent 
of the Congress in writing that language of the statute. 

Mr. Rreuutman. I a with you, Mr. Chairman. 

Mr. Barnes. Mr. Chairman, I would like to state for the record 
that in applying this part of the statute, we have always included a 

arent ca all of the subsidiaries in concluding whether it is a small 
usiness. We intend to continue with that construction unless we are 
directed not to do so by some change in the statute. 

It is not as harsh as it would appear. When the cases are presented 
to us, the company will indicate its affiliates. We wrap it up in 
one package. If it is misleading we will have to change it eventually, 
ams it isn’t as misleading to me as it appears to be to some of the 
others. 

Mr. Rreuiman. If in a specific case you ran across a man who owns 
stock in two companies—we will assume he is active in one and inac- 
tive in the other—would you not find that there was no affiliation which 
would preclude either or both companies from bidding as a small- 
business concern ? 

Is that assumption correct ? 
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Mr. Barnes. Yes. We look at the whole situation and develop all 
the facts we can in trying to arrive at the right conclusion. 

Mr. Rrentman. It is quite possible if we made the change suggested 
by Mr, Read, you might find yourselves in a position whic precluded 
disqualification of an affiliate of a big-business concern. In a specific 
case you could make a finding that it was not an affiliate which should 
be disqualified. I think this construction leads to a more liberal in- 
terpretation, Mr. Read. 

Mr. Reap. I think we have to recognize that under the terms of the 
general definition in this paper, affiliates are let in provided the total 
number of employees does not exceed a certain number. 

Mr. Rreuiman. Yes. 

Mr. Reap. However, by the terms of the definition of an affiliate, 
we are saying that if companies are affiliated they are not independ- 
ently owned and operated. For example, consider company A which 
owns company B. B may have 50 employees and A may have 300 em- 
ployees. <A and B are affiliates. 

oth A or B are small businesses either individually or collectively 
according to the terms of the general definition. However, “neither 
company is independently owned and operated according to our defi- 
nition of affiliates and therefore does not meet the requirement of the 
statute. Further, an affiliation can exist which does not involve owner- 
ship as, for example, some sort of contractual relationship. 

Mr. Datmas. Mr. Chairman, doesn’t the word “independent” as 
we use it in the small-business field and in the various acts apply more 
to the competitive situation rather than groups of 2 or 3 small-busi- 
ness concerns, which may be engaged in the same line or in different 
lines? In that sense you do have control but nevertheless those con- 
cerns from a competitive standpoint are independent. 

Isn’t that correct, Mr. Barnes? 

_ Mr. Barnes. It is correct if I understand and followed your reason- 
ing. 

I think it is. 

Mr. Davmas. In other words the independency applies to the status 
of a concern or two or more concerns which might be affiliated in a 
certain field or a different field of operation but which does not violate 
the other requirements as to certification as a small-business concern ? 

Mr. Barnes. Yes, I think so. Mr. Chairman, I was just talking to 
Mr. Read. We read the “or” in its legal connotation. “Or” and “and” 
are interchangeable. If the “or” is actually changed to “and” or 
read as “and,” it makes it clearer as to the exact sense in which 
it is used there. 

Mr. Mutrer. There is a rolleall in progress on the floor at the 
moment and Mr. Riehlman and I will have to answer it and then 
we will return. I would suggest that the hearing continue. When 
Mr. Read has finished his statement, any other representative of an 
agency who has a divergent view should state it. We wish to avoid 
recalling any of you. As you know, all testimony here will be on 
record and will be studied by the full committee. 

Mr. Maness and Mr. Dalmas both have some other inquiries that 
we will want to be addressed to various persons present with reference 
to this problem. If that is agreeable to you gentlemen, Mr. Riehl- 
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man and I will go to the floor and we will answer to our names and 
then return. 

You may continue in the meantime. 

Mr. Mangss. Mr. Read, you may continue. 

Mr. Reap. I have only one other point and that has to do with 
section 103.3 (b), which Mr. Barnes has corrected to read “status of 
nonmanufacturer.” In developing the language of this eee 
the drafting subcommittee endeavored to get around the difficulty of 
a dealer, distributor, wholesaler, et cetera, bidding relative to the 
product of a large manufacturer, and in effect vitiating the intent 
of the statute to assist small business, particularly where a joint deter- 
mination set-aside is involved. However, in reviewing this we 
in the last day or two, it has occurred to me that it is entirely possible 
for a small-business manufacturer to submit a bid relative to the 
product of a large-business manufacturer. 

I don’t have in mind the situation where a small-business manu- 
facturer is buying a component and assembling it into the finished 
product that he is manufacturing, but rather the situation where he 
is doubling as a broker or a dealer but represents that he is in fact a 
manufacturer. As written, the paragraph is limited to the dealer- 
distributor-wholesaler or other nccendladinted 

Mr. Maness. In that case would not the manufacturer be a dealer ? 

Mr. Reap. He would be a dealer, but it occurred to me that this 
paragraph would not catch him if he could also represent that he is 
in fact a manufacturer. . 

Mr. Maness. He still must represent the product of a small-business 
manufacturer or producer in the performance of the contract: Even 
though he were a manufacturer, he still must comply with the last 
line of section 103.3 (b) of the proposed definition. He still must 
represent the product of a small-business manufacturer. 

Mr. Barnes. Right; if he is a dealer. 

Mr. Reap. If he is a small-business man himself, I don’t feel that 
he would be caught by this paragraph. : 

Mr. Maness. Am I correct in thinking that you are suggesting 
another title for “dealer-distributor.” Are you suggesting that the 
replacement of “dealer-distributor” would be the solution ? 

fr. Reap. I feel that both the manufacturer and nonmanufacturer 
should supply the product of a small-business concern. 

Mr. Maness. While we are on this section, how do you feel about 
the word “agent” appearing in that section? Do you have any objec- 
tion to the word “agent” or the use of an agent in selling to the 
Government ? 

Mr. Reap. I have no difficulty with the enumeration that was 
included here. 

Mr. Maness. You are only suggesting the addition of another title? 

Mr. Reap. I am merely suggesting that we may have a hole here 
through which a small-business manufacturer may be able to supply 
the product of a large business which in fact is what we are trying 
to prevent where a set-aside is involved. Actually we were trying 
to establish a situation which would insure that im a joint determi- 
nation set-aside proceeding a small-business product will actually be 
sold as I have indicated, it has occurred to me that this enumeration 
does not include small-business manufacturers and that therefore 
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they may be able to come in, submit bids as small-business men, and 
continue to supply the products of large business concerns. 

Mr. Datmas. Are you suggesting that there be an additional defini- 
tion, something that might be entitled “Definition of small business 
manufacturer,” in addition to the nonmanufacturing definition ? 

Mr. Reap. First, it is my purpose to point out what I believe can 
happen under this paragraph. 

Second, I feel that this can be corrected by merely including a third 
item under the general definition which would read as follows: 

In the case of a Government procurement reserve for or involving preferential 


treatment of small business or one involving equal bids, the product of a small 
business manufacturer or producer will be supplied in the performance of the 


contract. 

Mr. Dautmas. Wouldn’t it be more practical to have a definition of 
a small-business manufacturer or processor rather than to rely solely 
on the dealer or nonmanufacturer definition ? 

Mr. Reap. It might be. I am only concerned with the possibility— 
that, what we are trying to achieve may be defeated here. 

Mr. Damas. Do you have an opinion on that, Mr. Barnes? 

Mr. Barnes. No; any category I can think of would fall into 
“agent” or “dealer.” 'To represent something else basically would 
be a misrepresentation. They would be caught by the general statutes. 

Mr. Reap, You feel that a manufacturer who was in fact operating 
as a broker would be misrepresenting himself if he represented that 
he was a manufacturer, even if he had a manufacturing establishment ? 

Mr. Barnes. That is right. If he doesn’t intend to manufacture 
the article that he is going to supply, then he is misrepresenting if he 
bids as.a manufacturer when in fact he is something else. 

Mr. Reap. For the purposes of that procurement ? 

Mr. Barnes. For the purposes of that procurement. 

Mr. Reap. If that is the way you propose to construe the language, 
I have no further problem with it. However, the language of the 
draft did not seem to me to provide adequate protection and that is 
~~ point with which I am concerned. That takes care of my prob- 

ems. 

Mr. Maness. You stated a short while ago that you were troubled 
with the fact that if you change the 500 rule, you would weigh it down 
with administrative difficulties. What difficulties would you be con- 
fronted with ¢ 

Mr. Reap. I am not sure that I completely understand your question. 

Mr. Maness. Isn’t it a fact that the congressional intent was not 
to use the 500 rule, that there was to be a definition on an industry-to- 
industry basis? 

Mr. Reap. I am not aware that it was the congressional intent to 
de entirely from the 500 rule. 

Mir. Maness. I would like to read you a paragraph from House Re- 
port 494, which is now in the record. This report was submitted by 
the Banking and Currency Committee in connection with the sub- 
mission of the Small Business Act of 1953 when it came up in the 
House for debate. The report stated : 

For purposes of this act, a small-business concern is deemed to be one which 


is independently owned and operated and which is not dominant in the field 
of operation. 
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There can be many bases for the classification of business concerns to de- 
termine whether they are small or large. Concerns may be classified as to 
number of employees, they may be classified as to dollar volume of annual sales. 
They may be classified as to gross assets. They may be classified as to net 
worth or as a refinement of this procedure by tangible net worth. Within any 
of these classifications as well as others not mentioned, there is a wide variation 
between industry and commercial groups as to what is small business and what 
is big business. 


And further on the report states: 


It would be impractical to include in the act a detailed definition of small 
business because of the variation between business groups. It is for this rea- 
son that the act authorizes the Administration, namely the Small Business 
Administration, to determine within any industry the concerns which are to be 
designated small-business concerns for purposes of the act. 

In your opinion, Mr. Read, does this definition, the proposed defini- 
tion do that? 

Mr. Reap. Yes; I believe it does for the following reasons: There 
are somewhere in the neighborhood of 4-million-plus business entities 
operating today and in all probability the vast majority of these busi- 
ness entities are small business by any definition. Our problem as I 
see it is to deal with a relatively small band of companies which are on 
the borderline, of being either big business or small business and per- 
haps fluctuate in their status from day to day or month to month. 

In generating a definition, it seems to me that, and I think perhaps 
there is general concurrence with this view, the problem is to gen- 
erate a definition which will not require us to deal with a great many 
companies on an individual basis. If we tried to do that, we probably 
would spend all of our time, or rather the SBA would probably spend 
all of its time, trying to determine what is a small business. 

The problem seems to me to be to generate a definition which will 
permit an automatic status determination regarding the great mass 
of business concerns and narrow down the problem of making an indi- 
vidual determination for a relatively ol number of concerns in:a 
narrow band. This is what we have tried to do. I don’t know that 
there is any particular merit or virtue in the number 500 in and of 
itself. 

It’s one that has been used for a long time and as far as I am econ- 
cerned it is merely a dividing line, and a rather arbitrary dividing 
line at that. However, if the definition provides for determinations 
to be made below the line and above the line, which will take care of 
the marginal cases, the ones where you do have a question as to whether 
a concern is literally small business or big business, and this definition 
seems to do that, I think you have achieved the real objective. You 
have flexibility, and you Sai the opportunity to eliminate the bulk 
of the concerns which are by any standard either large or small busi- 
ness and do not require further consideration. 

You also have the opportunity to review the cases that are question- 
able and having reduced the number of companies which require such 
review toa manageable size. 

We have considered other yardsticks as well, such as distance from 
a manufacturing point, net worth, assets, and others, and it seemed 
that the problems of trying to apply these different yardsticks were 
more difficult than the advantages that might accrue by incorporating 
them into the definition. Ultimately we came back each time to the 
rather simple approach which I believe we have generated here. 
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Mr. Maness. How does this definition change the definition pres- 
ently in use ? 

Mr. Reap. I believe the present definition is changed to this extent; 
That there is now a procedural device for dealing with the small band 
of companies which must be judged on a case-by-case basis. Previ- 
ously, we have not had as clearly a defined review procedure for mak- 
ing determination on a case-by-case basis, regarding companies which 
are apparently large but should be classified small and vice versa, or 
dealing with status changes which occur in relatively short periods of 
time. 

Mr. Maness. In looking at the size standard schedule of the finan- 
cial assistance program, you find quite a number of firms in a class of 
a thousand employees. 

Wouldn’t that create a problem of more than a case-by-case basis? 

Mr. Reap. I don’t know when you reach the point where you have 
a workload problem in dealing with this sort of a situation on a case- 
by-case basis. I am sure Mr. Barnes would be in a better position to 
comment on the point than I am. When you start with several 
millions of business entities, you may have to examine several thousand 
individual concerns, or it may be only a few hundred concerns. I 
don’t know where the cutoff point will occur. But some place along 
the line, it would seem to me that you may reach a point where you 
can’t examine on a case-by-case basis any longer. 

Mr. Maness. Mr. Barnes, may I ask you this question? Isn’t it a 
fact that you have not provided for flexibility in this proposed 
definition and that you are placing too much emphasis on the employee 
factor rather than all the other factors that were contemplated by 


Congress ? 

7 ay No; I think we have provided flexibility since the old 
rule was a very absolute 500. Under this definition we can go below 
500 and we can go above it. 

I want to revert to the opening statement I made in which I said 
that the primary problem in connection with procurement, as I think 
most of these gentlemen will verify, is it deals with commodities. 
When you try to use a commodity classification with an industry 
classification, you run into trouble. There may be several different 
categories of industries that would bid on one type of a commodity. 
I feel under those circumstances that we would get into a maze of 
conflicting problems. We won’t here since we will be dealing with 
individual companies and they will either ey or we will make 
the size determination rather than determine whether this company 
is in acommodity category. 

Mr. Maness. Mr. Karnes, we placed in the record at the outset of 
the hearing reports from Congress and various other documents of 
Congress going back as far as the 81st Congress in which it was 
indicated what the intent was in Congress after Congress. It seemed 
pretty clear that Congress intended not to use the arbitrary 500 rule 
or to utilize or place too much emphasis on the employee factor over 
= other yardsticks to be used in determining what is small or what 
is large. 

Isn’t it a fact that this proposed definition has again failed to answer 
the congressional intent ? 

Mr. Barnes. I think one could say it failed to answer the con- 
gressional intent only if it were in use and operation and it proved in 
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fact to be different than what we think it will be. We believe it will 
meet the congressional intent by giving a flexibility that none of the 
other suggested procedures would give. 

It certainly isn’t the intent of Congress to have a definition that 
would require a large staff spending full time merely determining 
size. The size determination 1s merely a prelude to obtaining certain 
benefits, 

I must say that it is my eae that operation under this definition 
will prove to be equitable and administratively feasible, but I can be 
wrong. I may in 6 months or so find problems that we do not now 
anticipate. This isa very big field. 

Mr. Reap. Mr. Barnes, may I supplement your remark ? 

Mr. Barnes. Yes. 

Mr. Reap. Mr. Maness is curious as to whether or not there is any 
flexibility. To the extent that a firm is self-certifying, the 500 rule 
is applicable only as a rule of thumb in order to facilitate the matter. 
However, the moment a question comes up and is submitted to the 
Small Business Administration relative to the status of a concern, 
the 500 rule will fall out of the picture. SBA will examine all of the 
pertinent factors and will make its determination apart from the 500 
yardstick. SBA may rule that a concern is small business even though 
it has 600 or 800 employees. On the other hand, SBA may rule that 
a concern is large that has only 350 or 400 employees. 

Mr. Maness. Mr. Barnes, let us return to your size standards for 
financial assistance. There are quite a number in the 1,000 bracket 
based strictly on the employee criteria. Can you supply for the 
record the number of concerns over a thousand employees which 
have applied for loans and have been denied because they are over the 
1,000 figure in number of employees? Are those records available? 

Mr. Barnes. Yes; they are. My immediate recollection, however, 
is that there have not been more than 3 or 4. A very small number. 
We will try to find that record and introduce it. If we don’t have 
more than that, my answer will stand. 

I want to bring out something that has not been brought out clearly 
enough. It will demonstrate the flexibility of the size order and is a 
new concept in connection with those definitions. 

In this definition consideration is given to the importance of domi- 
nance, whereas that is not in the picture at all in previous activities. 
In the whole small-business concept, dominance. is one of the most 
important phases when you consider the competitive aspects of bid- 
ding and of business activities generally. 

ere no matter what the finding may be, dominance is a first ele- 
ment. to be considered. I think that is a very important aspect of 
this definition. | 

Mr. Maness. Mr. Barnes, if you had a manufacturing concern with. 
a thousand and one employees, which is not dominant in its field of 
operation, is it not precluded to bid as a small-business concern ? 

Mr. Barnes. He certainly is if he does not apply for a certificate.. 
If he did, all the facts in. connection with the Sw industry, its com- 


petitive aspects, would be taken into consideration. 
Mr. Maness. But you indicate by your definition that a concern is 
large if it has a thousand employees? 
Mr. Barnes. Our lines are drawn with a thick crayon so we don’t 
have to stop at an exact number. I have never seen a situation where 
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they would not contend that while they were 1,001, their average put 
them down to 850. In all the cases we have seen, that contention is 
made that the figure used is not a realistic one when taken in the light 
of all the circumstances; and that is what this procedure allows them 
todo. They may make a showing as to what the actual situation is. 

Mr. Dataras. If I may, Mr. Barnes, I would like to go back to this 
word “affiliates” to see if we understand each other thor oughly. We 
are talking about what you just spoke of as dominance and we are 
talking in terms of independence. And we are talking in terms of 
number of employees. The thing that I was trying to find out was 
that if you have 2 or 3 small concerns which are affiliated and which 
do not overstep the bounds from all three directions we will say, would 
this definition here under 103 (e) count them out as being small-busi- 
ness concerns ? 

Mr. Barnes. It would not; it would not preclude them. In consid- 
ering a concern, it together with the parent, affiliates are all consid- 
ered and the determination is made on the finding of the overall busi- 
ness entity. 

Mr. Datmas. Aren’t we thinking and hasn’t Congress thought of 
affiliates and subsidiaries in terms of a big company owning a sub- 
sidiary corporation or maybe a dozen of 

Mr. Barnes. Yes. 

Mr. Damas (continuing). Such corporations or having a known 
stock ownership in several corporations? We think of it in connec- 
tion with big business, and not so much with small businesses which 
may be affiliated with each other. 

Mr. Barnes. That’s right. That is why we felt this interpretation 
was in line with the intent of Congress although the wording has not 
been used consistently by Congress. 

Mr. Damas. Mr. Read, did I understand that you are thoroughly 
satisfied with this affiliate definition, as it was explained by “Mr. 
Barnes? 

Mr. Reap. Mr. Barnes suggested changing the word “or” to “and.” 
I think that the change improves the situation sinhielene aon if it is 
understood that independence of ownership and operation is intended 
to operate to include a certain number of affiliates and I believe that is 
what Mr. Barnes has in mind. 

Mr. Barnes. Yes, sir. 

Mr. Reap. If affiliates are included to the extent that the total num- 
ber of employees of the affiliates do not exceed a certain number, 
which in the case of self-certifications happens to be 500, is involved 
or that do not exceed a certain number established by the SBA dur- 
ing their independent review. In connection with the question of 
dominance, then independence of ownerships and operation ceases 
to be a problem, my interest in the matter is simply to insure that the 
words “independence of ownership and operation” contemplate some 
degree of affiliation. If we ruled out all affiliates, I don’t believe the 
definition could operate. It seems to me we have to interpret in- 
dependence of ownership and operation to include affiliates up to a 
certain point and I wanted to make sure that the language was so 
‘interpreted. 

Mr. Datmas. Thank you. Mr. Barnes, in connection with the 
definition under 103.8 (b), the definition of nonmanufacturer, what 
is the definition of a small-business manufacturer? Was it purposely 
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left out or do we understand that anybody who bid on a Government 
contract, a small-business concern which is not a nonmanufacturer 
must be a manufacturer or processor ? 

Mr. Barnes. It was our thought, I am sure, that there were just 
the two categories, manufacturer and nonmanufacturer. 

However, I would have no objection to using some generic term in 
place of “other nonmanufacturers.” I would have no objection to 
the use of “others” or “other persons, firms, or corporations.” It 
just seemed to me that we had gotten a number of types of entities 
in that sentence already and other nonmanufaeturers was supposed 
to be generic or all inclusive. 

Mr. Datmas. Suppose you have a situation, that Mr. Read is talk- 
ing about, where you have a concern manufacturing a certain item 
let us say it is overhead conduit for a factory. He goes into a Gov- 
ernment installation and offers to put in the panel board, the overhead 
equipment and the switches and all that sort of business but the only 
thing he makes is the conduit. He buys the switches, assembles the 
panel board, and buys all the additional material from other manu- 
facturers. 

In essence then he is partly a manufacturer and partly a jobber. 
Exactly where would he fall in this definition ¢ 

Mr. Barnes. We would have to get back then to what is the major 
portion of this work, I think actual cases may be easier to work out 
than it is to deal with them in the abstract. It seems to me clear that 
any businessman that reads this definition and reads this particular 
paragraph, who bids intending to get around it, is misrepresenting 
his status and knows it. Otherwise he would come in and ask about 
his status. 

I don’t think that businessmen are that naive—— 

Mr. Datmas. Let’s give him credit for not trying to get around it. 
He thinks of himself as a manufacturer because he makes the conduit 
and installs it, but he buys all the necessary switches and parts for the 
panel board and all that sort of business and the only thing he actually 
makes is the conduit. He would be acting in good faith. I am simply 
bringing this out, because it is a typical situation. I could name dozens 
of instances that happen exactly the same way. Many times a manu- 
facturer in his own ernest | operation must act through neces- 
sity as a jobber for items which he does not manufacture, many of 
which might come from big business. 

Mr. Reap. This particular paragraph is aimed specifically at the 
set-aside program to preclude the circumvention of the goals of the 
program. It seems probable that in the - of situation you describe 
the action would not become the subject of a joint determination. 

Mr. Barnes. That is right. In discussing that we decided that the 
procurement agencies themselves will have to use their usual good 
judgment. The situations that are impossible to work out should not 
be included in the set-aside anyway. ose should be clear-cut cases. 

Mr. Reap. The case I have in mind is the situation where quite 
clearly the subject matter is entirely appropriate for a set-aside. How- 
ever, because of the manner in which the paper has been drafted, it 
seems entirely possible for a small-business manufacturer to supply 
the product of a large business where joint determination set-asides 
are involved. 
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Mr. Datmas. Mr. Barnes, I would like to ask you these questions 
on 103.4 just for the record. You have “manufacturing” defined there. 
What authority did the task force use in determining that particular 
definition ? 

Mr. Barnes. The task force confined most of its activities to the 

art prior to 103.4. The rest was developed in our own organization. 
Tn developing the wording there, it was largely based on studies made 
of the 1947 census figures for manufacturing, and all the various 
categories set forth in that report. 

Mr. Datmas. Is that true of the use of the term “wholesaler,” 
“retailer,” and “service trades” ? 

Mr. Barnes. Yes, sir; Iam sure it is. 

Mr. Datmas. Does the same answer apply to section 103.4 (a), (b), 
(c),and (d) ? 

Mr. Barnes. Yes, 

Mr. Datmas. How did you arrive at the $5 million or less for the 
preceding 3 years in construction, or did the task force set this 
standard ? 

Mr. Barnes. While I am waiting here I would like to make it clear 
that the task force does not have any responsibility. 

Mr. Damas. So far as this definition, financial definition, is 
concerned. 

Mr. Barnes. The definition relating to financial assistance has been 
in effect for about 214 years, or almost that long within the SBA, and 
has been applied generally on all of the loans that we have worked 
on and our other activities during that period. 

Mr. Damas. Well, the same answer would be true of trucking and 
warehousing and taxicabs, and so on; is that right ? 

Mr. Barnes. Yes. 


STATEMENT OF JULES ABELS, ECONOMIC ADVISER, SMALL 
BUSINESS ADMINISTRATION 


Mr. Apers. My name is Jules Abels. I am economic adviser of the 
SBA. These figures were arrived at by a very careful study of the 
number of concerns. If you ask how we arrived at the figure of 5 
million in construction, we studied how many concerns there were 
engaged in construction field and made an approximation of the 
number who had annual receipts of a million, those with 2 million, 
those with 3 million, 4 million, 5 million, and so forth, over a period 
of 3 years and we decided that on the basis of that study that there 
were relatively speaking only a few concerns which had receipts of 
over 5 million compared with the large mass of those under the 
figure. There are various techniques for the demarkation lines, but 
in a study of almost any industry, you will find a large cluster of 
small concerns around a certain figure. That is in marking out the 
ing of the industry. On the other hand above a certain dividing 

ine you will find relatively few and as you map out a picture of an 
industry it appears that a dividing line at a certain point is fair. We 
have had a great deal of experience with construction, such as you 
have raised in that particular facet of the size standards. We have 
found in almost every case where a firm came to us for a loan and had 
receipts of over $5 million for a 3-year period, that concern was a large 
concern in an area and was conceded to be such upon close examination. 
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We don’t have the figures here although we can supply them to you. 
It would appear on an analysis that ae would be relatively few 
small firms. 

Mr. Datmas. I simply wanted to get on the record each one of these 
items you have broken down here. For instance $5 million for whole- 
sale, $1 million for retail, $2 million for another type. One million 
and 2 million for service trade. Two million for trucking and ware- 
housing; 1 million for taxicabs. I will ask the whole question at one 
time. 

Did you give the same care and study and consideration to these 
figures for the other types of industries as you did to the construction 
industry ? 

Mr. Anes. Yes, sir. Each one of these has been based upon a 
very careful exhaustive analysis which has been going on for some 
years. Originally a study was made in the Department of Com- 
merce. That study was continued during the SDPA and it was con- 
tinued during the early days of the SBA. It was only after that 
very exhaustive analysis which we would be able to substantiate in 
the case of any particular category that you point to that these figures 
were arrived at. They were loosened up a little bit. These figures were 
made a little bit more liberal because there was some feeling on the 
part of certain industries that they were too tight and that they ex- 
cluded too many firms. 

Mr. Damas. Have you had any protests during the time that this 
particular definition has been in effect on the size standards that you 
set up for the financing program ? 

Mr. Asexs. Well, to be perfectly frank, we are, whenever a concern 
has felt that the figure has operated to its detriment, they claimed 
that the figure of 250 is unfair, that it should be 500, that the figure 
of 500 is unfair, and it should be a thousand. We have those protests 
continually. On every such oceasion we have rechecked our figures. 
We have rechecked the figures not only from the 1947 census but we 
have also checked them with experts inthe BDSA and the Department 
of Commerce. We have found that these statistics are as valid as any 
statistical analysis can be drawn. 

Mr. Maness. You just mentioned that you had continual protests. 
Are records kept of those protests ? 

Mr. Azets. I think I might have been misunderstood to that effect. 
In a case where a firm finds that it cannot qualify for financial assist- 
ance because the size standard is lower than the employment in that 
particular firm, then it naturally is not very happy about it. It then 
has opportunity to challenge the determination of the regional director 
and make an appeal to the Size Standards Committee of the SBA, 
which in turn forwards its recommendation to the Administrator for 
review. We have had such hearings before the Size Standards Com- 
mittee and in every case where there has been a protest against the 
equity of the standard itself, as I have said that standard has been 
found valid and accurate. 

Mr. Maness. Your position with the agency is economic adviser to 
the Administrator. Are you a member.of the size standards group? 

Mr. Azets. Yes; I am Chairman of it. 

Mr. Maness. Does the Size Standards Committee keep records of 
the number of these protests ? 


DEFINITION OF “SMALL BUSINESS” 41 


Mr. Anets. Yes; we keep minutes of the hearings and we would 
be able to supply you with the number of hearings that we have had 
on size cases, 

Mr. Maness. Would you please supply for the committee the num- 
ber of protests and decisions rendered, number of decisions rendered 
favorable or unfavorable, as the case may be? 

Mr. Azets. Yes, sir; we will do that. 

Mr. Barnes. At this point, I would like to add that at the time 
this definition was published in the Federal Register in January, it 
included the industry by industry breakdown used in connection with 
financial assistance. That definition was published for 10 days and 
had, of course, a widespread dissemination wherever the Federal 
Register appears. The publication was cast in a way to invite inter- 
ested parties to file either protests or any information bearing on size. 

In addition, copies of that definition were forwarded to, I would 
estimate 15 to 25 trade associations which were involved in categories 
of industry covered by the definition. Not a single businessman, trade 
association, or industry protested the definition. The Government 
agencies and departments that were interested were the only ones who 
submitted data pertaining to the definition. 

Mr. Maness. Mr. Abels, you previously indicated that you prepared 
quite an extensive analysis to determine whether a business was small 
or large in the wholesale and retail and service trades and construction, 
et cetera, and you used the dollar annual volume of business. Then 
on manufacturers, I notice the emphasis is placed on employees. 
Utilizing 250 as small and 1,000 employees as large, can you tell the 
committee why that criterion was used on manufacturers rather than 
dollar volume or position in the industry ? 

Mr. Axsets. We are consistently and logically on a sound basis 
there. We were trying to get some kind of a yardstick which would 
measure relative size within the same industry breakdown. In 
manufacturing roughly speaking you can measure the difference, the 
size of the different members of an industry on the basis of employ- 
ment, because in the absence of automation which would give one 
firm in an industry a great advantage over another, roughly speaking 
if the firms were hechiaintd to the same extent, a firm which with 
400 employees would have an output which would be twice as large 
as the output of a firm with 200 employees. 

Mr. DatmAs. You are talking about individual situations within 
a certain industry ? 

Mr. Azets. Yes; within an industry which is homogeneous to the 
extent that it makes the same type of product and that it uses the 
same type of machinery. However, when you depart from the manu- 
facturing field and go into, say, a distributive field or trade, it then 
becomes necessary to discard the number of employees, because it 
is a matter of judicial notice, that one man for example in the dis- 
tributive trades can sell as much as 100 men can sell. One small 
construction firm possibly can do a lot more business than one with 
a lot more employees. A service trade again has its volume geared 
to something other than number of employees. So I think that one 
can say with reasonable certainty that it is only within the manu- 
facturing field that the employee standard is the uniform yardstick, 
but that other than manufacturing the dollar volume is the appro- 
priate yardstick. 
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Mr. Datmas. You don’t mean a single yardstick though when you 
speak of employees. 

Don’t you take into account the dominance and independence in 
judging how many employees it takes to constitute a small concern in 
an industry? 

Mr. Asets. We have fixed the standards at a point, for example, 
in the case of 250 where we feel that we have automatically barred 
all those who are dominant within the industry. 

Mr. Datmas. That is in the case of apparel and related products. 
I would like to ask one question and this is i" a proposition that 
I think we all have to recognize. I think it has tenn borne out 
over the years that a concern which we considered small, we will say, 
at the turn of the century or I will put it the other way—large at the 
turn of the century—might be considered a very small concern now and 
concerns which were small prior to World War II or large prior to 
World War II might be in an entirely different position now because 
the position in the industry has changed. 

We know that when the committee is speaking of a flexible and 
adaptable definition, it is taking into account the growth of the econ- 
omy and the expansion of business and all the factors that go to make 
our business economy. In other words you could not use a hard and 
fast yardstick today and use that same yardstick 10 years from now. 

Mr. Axsets. Well, we are using figures based on the 1947 census as 
Mr. Barnes stated previously. 

Mr. Datmas. But if the next census showed something different, 
you would go to a different number ? 

Mr. Axes. Yes; there is an allocation in our budget for a very 
thorough resurvey and restudy of the entire size standards based on the 
figures which will be available in January. We have that in mind. 

Mr. Damas. In other words all these matters are relative as to 
time ? 

Mr. Axsets. Yes, sir. 

Mr. Datmas. What is small today may be considered tiny tomorrow 
and what is large today might be small tomorrow, is that right? 

Mr. Apets. Yes, sir. 

Mr. Maness. Is there any other agency which wishes to express 
itself at this time other than the Atomic Energy Commission ? 

Mr. Hamlin, would you like to make a statement for the record in 
view of the fact that you represent the Defense Department ? 

Mr. Hamurn. Mr. Maness, I have devoted myself to this subject for 
a large part of my time for the past year. We have—I together with 
the others who have been working on this project—have had splendid 
cooperation from the Small Business Administration. That has par- 
aralled the type of cooperation which they have given us on policy 

roblems which we have been dealing with. In my opinion there has 
een tremendous progress and prddmetivity and satisfying of basic 


necessities of all the agencies involved in these decisions and I per- 
sonally consider that this work is a good example of that type of 
cooperation. 

I believe it is a practical workable document from the point of view 
of the Small Business Administration. I believe it is a fair document 
from the point of view of the small-business community and a work- 
able document from the point of view of the procuring activities. 
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We will be satisfied to see Mr. Barnes execute this document. I 
realize that, as he has pointed out, we may find and undoubtedly will 
find from experience that we can further improve on it. I think it is 
well done, and I think we should go ahead with it. 

Mr. Maness. Mr. Hamlin, do you feel that this proposed definition 
follows the intent of Congress as it has been expressed since the 81st 
Congress in the various reports which are now spread upon the record / 

Mr. Hamrin. I believe that this document is wholly consistent with 
the intent of Congress and as manifested by the Small Business Act. 
Some of these other documents which you have referred to are perhaps 
not quite so clear to me. I do believe that this document certainly is 
well designed to accomplish the intention of Congress, which is to 
assist small business. And I believe that it is probably the best adapted 
to that purpose, those who are experienced in this field are capable 
of developing. 

I am sure what Congress wants to see us do is develop good sound 
programs to assist small business and to be free to carry them out 
effectively. We havedonethat. We have developed an important new 
program in the last year, the subcontracting program. And working 
with SBA we have revised our program of making setasides for small 
business and in my opinion the further success and development of 
these programs depends on a wise decision in the area of the definition. 

I believe that the paper before you is such a decision. I believe that 
it will facilitate and assist us in conducting those programs and in 
doing so will be in the best interests of small business. 

Mr. Maness. Mr. Hamlin, you mentioned that in your opinion this 

roposed definition follows the intent of Congress. Section 203 of the 
small Business Act of 1953, as amended, and the report which accom- 
panied the bill which is now in the record, stated the purposes of that 
act and that section. The Banking and Currency Committee in its 
report to Congress stated, “There may be many bases for the classifi- 
cation of business concerns to determine whether they are small or 
large. Concerns may be classified as to number of employees. They 
may be classified as to dollar volume of annual sales. They may be 
classified as to gross assets. They may be classified as to net worth or 
as a refinement of this procedure by tangible net worth,” and they 
further go on to say “that the act authorizes the Administration to 
determine within any industry the concerns which are to be desig- 
nated small-business concerns for purposes of this act.” 

Now, we find that the 500 rule is continued with the exception of 
possible protests by either a contractor or a contracting officer. 

Mr. Hamuin. I don’t think that is quite an accurate statement of 
what will happen under this definition, Mr. Maness. Actually there is 
a great deal of flexibility allowed to the SBA to make the kind of de- 
terminations which in individual industries as to what company shall 
be large and what shall be small. As a matter of fact, the document 
makes that explicitly clear that the SBA will not be limited by number 
of employees and I think that this is a very happy solution of our 
basic problem, because there it will make it possible on the one hand 
for us to retain a definition which will be practical and workable and 
will enalbe us to realize the maximum benefits from the programs 
which we have instituted and on the other hand and at the same time 
it will make it possible for the SBA to perform that function which 
we all want to see it perform of bringing its flexible judgment to bear 
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on individual cases and determining with respect to all of the pertinent 
factors which concerns in individual industries are large and small. 

Mr. Darmas. I wanted to ask whether or not any of the depart- 
ments had objected to any departure from the 500 rule. What is the 
attitude of the three departments in the Department of Defense with 
departing from the strict interpretation of the 500 rule? 

Mr. Hamurn. Mr. Pike stated that position in a hearing before the 
Senate Small Business Committee earlier this year. 

He pointed out that the Department of Defense has favored a change 
in the definition for some period of time, agreeing with the SBA in 
this respect. The idea that the Department of Defense or that the 
military departments have been opposed to a change is not well 
founded. 

Mr. Datmas. Mr. Hamlin, they have had the authority to make the 
change themselves since 1948. 

I wanted to find out whether their attitude had changed because at 
one time it was simply the 500 rule and then later they extended that 
500 rule to include affiliates and subsidiaries because of the fact the 
committee had found that a number of large businesses were getting in 
under the tent where they did not belong. 

Mr. Hamurn. I can speak with authority only for the time I have 
been there and we have recognized that this matter of dominance out 
there ought to be included in the definition and we have recognized 
the desirability of introducing this matter of flexibility into the defini- 
tion and we are not in any sense resisting or unhappy with the defini- 
tion that the SBA here proposes. 

Does that answer your question ? 

Mr. Datmas. Yes. In other words the Department of Defense will 
accept the proposed definition wholeheartedly and put it into effect 
once the date that the definition is intended to go into effect arrives, 
which I think is October 1. 

Mr. Hamurn. I can assure you that will be the case. 

Mr. Maness. There is no question under the law that the jurisdiction 
and the authority to make a definition lies within the confines of SBA. 

Mr. Hamutn. That is true. 

Mr. Manzss. In fact you so testified about a year and a half ago 
and you said, “We would change our definition if we were directed 
to do so by the Small Business Administration. It is intended to 
recognize the fundamental authority of the SBA too in the field of 
setting the definition.” 

I would like to come back, Mr. Hamlin, to the point that you men- 
tioned before, that if a protest is filed by an individual business concern 
or contractor that that would apply to the entire field of operation. 

In other words, if an individual manufacturer of trousers questioned 
the certification of whether he was a small or large business concern 
and was subsequently certified as being small even though he had 750 
employees, would such certification apply to all manufacturers of 
trousers ¢ 

Mr. Hamrain. I have no reason to believe that that would be the 
case, Mr. Maness. My understanding of the certifying procedure is 
that this is a procedure by means of which the Small Business Admin- 
istration determines with respect to individual concerns whether or 
not they would or would not be small business concerns; isn’t that 
right, Mr. Barnes? 
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Mr. Barnes. That is right, but in actual practice, if I understand 
the point which you are making, if a determination is made in con- 
nection with one business which is a typical business in an industry, 
then it will be done by an order which authorized the certificate. 
That order will not remain secret. A record will be made of it. We 
may not publish it in the Federal Register, but others who are similarly 
situated may apply for and receive the certificate unless there is 
involved a distinguishing feature. 

Mr. Maness. Mr. Barnes, but the arbitrary rule of 500 will still 
exist ? 

Mr. Barnes. Yes, sir; except that these individual determinations 
will presumably, over a period of time, bring equity in the individual 
case if the standard should be departed from. 

Mr. Maness. However, the arbitrary 500 rule remains with the 
exception that a contractor or contracting officer may protest and if 
the equities are in his favor the protest will be granted ? 

Mr. Barnes. On that basis, other businesses may also protest or 
the individual concern itself may make for application. Any of the 
parties concerned, even SBA, can raise the question if we have reason 
to believe that it needs to be raised. 

Mr. Hamurn. The decisions are not limited to a protest, Mr. Maness. 

Mr. Damas. On the point that you spoke of, Mr. Maness—the au- 
thority of SBA, subject to the permission of the chairman—TI would 
like to call attention to the fact that the Office of Defense Mobilization 
has recently amended an Executive order to put into effect section 211 
of the Small Business Act, in part, which provides for cooperation of 
all the departments and agencies before the issuance of orders or poli- 
cies significantly affecting small business. 

The provision is that in the case of the issuance of all such orders 
that SBA be consulted before the issuance of any policy or order. 

Mr. Maness. Subject to the rule of the Chair, we will let it lie on 
the table. 

Are there any further questions? 

Mr. Datmas. No further questions. 

Mr. Manerss. Any further statements from anybody in the hearing 
room ? 

Is there anything further you would like to express, Mr. Hamlin? 

Mr. Hamutn. Yes, Mr. Maness, with respect to the effective date, 
you will notice that it has been designated here for October 1, 1956. 
I would like to record that this decision has been reached because of 
the need of adjusting policy papers and also because of the need of 
amending the actual documents used in the field and a considerable 
disruption of our procedure would exist if the new definition were to 
go into effect without an appropriate time to prepare to make use of it. 

Mr. Maness. We will have a 10-minute recess pending the return 
of the members of the subcommittee from answering the call of the 
House. 

(Short recess taken.) 

Mr. Mutrer. At this point we will make a part of this record the 
order of the Office of Defense Mobilization, of July 3, 1956, bearing 
No. I-Gen-DMO-24, Subject: Assignment of Defense Mobilization 
Responsibilities to the Small Business Administration, together with 
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a copy of the release of Tuesday, July 3, 1956, of the Office of Defense 
Mobilization Release 517 on the same subject. 
(The documents referred to are as follows :) 
I-Gen—DMO-24 
July 3, 1956 
EXECUTIVE OFFICE OF THE PRESIDENT 


OFFICE OF DEFENSE MOBILIZATION 
DEFENSE MOBILIZATION ORDER I-24 


Subject: Assignment of defense mobilization responsibilities to the Small Busi- 
ness Administration 
INTRODUCTION 


The purpose of this Defense Mobilization order is to assign certain mobiliza- 
tion functions to the Small Business Administration, to clarify the relationship 
of the Small Business Administration to other departments and agencies having 
assigned mobilization functions, and to provide for measures designed to broaden 
the mobilization base. 

1. The Small Business Administration, pursuant to the Small Business Act of 
1955, is concerned with the welfare of small business in all areas of activity and 
empowered to coordinate and ascertain the means by which the productive 
capacity of small-business concerns can be most effectively utilized for war or 
defense production. 

STATEMENT OF POLICY 


2. It is the policy of the Federal Government that— 

(a) Mobilization planning and operating responsibilities will be assigned 
to the departments and agencies regularly charged with similar peacetime 
functions ; 

(b) These departments and agencies, before issuing orders or policies 
significantly affecting small business, will consult with the Smali Business 
Administration in order that small business enterprises may make the fullest 
possible contributions to the mobilization program ; 

(c) These departments and agencies will extend appropriate mobilization 
programs to the small-business sector of the economy and the Small Business 
Administration will make its facilities available to the other departments 
and agencies in extending their mobilization programs to all segments of 
small business. 

ASSIGNMENT OF RESPONSIBILITIES 


By virtue of the authority vested in me pursuant to the National Security 
Act of 1947, as amended; Reorganization Plan No. 3, effective June 12, 1953; 
the Defense Production Act of 1950, as amended; Executive Order 10480 of 
August 14, 1953; and in order to facilitate the development and coordination of 
Federal policies and programs for current defense activities and readiness for 
any future mobilization, it is hereby ordered: 

3. The Administrator of the Small Business Administration will be responsible 
for developing and recommending plans and programs designed to assure the 
maximum utilization of the productive facilities and capabilities of small-busi- 
ness concerns in carrying out mobilization programs, including mobilization 
under conditions of attack on the United States. 

Specifically the Administrator of the Small Business Administration shall— 

(a) Obtain information on the productive capabilities of small business 
to contribute to mobilization programs; 

(b) Consult and cooperate with other delegate agencies in developing 
mobilization plans and procedures designed to bring the productive facilities 
of small businesses to bear on mobilization requirements ; 

(c) Assist other delegate agencies in providing guidance and leadership 
to small businesses in taking neessary actions to insure their ability to par- 
ticipate in mobilization readiness programs ; 

(d) Develop and maintain specifie plans to assure the continuity of the 
essential functions of the Small Business Administration in the event of 
attack on the United States; and 

(e) Cooperate with the Office of Defense Mobilization in developing a 
method of assessing the damage sustained by the small business productive 
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facilities of the Nation in the event of attack and the capacity remaining 
available for mobilization purposes. 

4. Thé above measures will be undertaken on a basis consistent with defense 
mobilization assumptions, objectives, and responsibilities for the Government as 
a whole. To assure such consistency and coordinated planning, proposed meas- 
ures and programs will be developed in consultation with the appropriate dele- 
gate agencies and will be submitted to the Director of the Office of Defense 
Mobilization for review and approval. Periodic reports of progress shall be 
submitted as requested. 


5. This order shall not affect any delegation of authority heretofore conferred 
upon the Small Business Administrator. 


OFFICE OF DEFENSE MOBILIZATION, 
ARTHUR S. FLEMMING, Director. 


oo 


EXECUTIVE OFFICE OF THE PRESIDENT 
OFFIcE OF DEFENSE MOBILIZATION 
WASHINGTON 25, D. C. 


{For immediate release, Tuesday, July 3, 1956. No. 517] 


The role of the Small Business Administration in mobilization planning was 
formalized today with the issuance of Defense Mobilization Order I-24. 

The order officially recognizes working arrangements which have been in 
effect for some time. 


Under the order, the Administrator of the Small Business Administration is 
ealled upon to— 


1. Assist in the development of plans for bringing the productive facilities 
of small business to bear on mobilization requirements. 

2. Obtain information on the productive capabilities of small businesses 

for defense objectives. 
3. Assist other Federal agencies in providing guidance to small business 
in developing ability to participate in readiness programs. 

The Small Business Administration is to take additional preparedness meas- 
ures in the form of planning for its continued operations under wartime condi- 
tions and developing methods for assessing attack damage to the small-business 
segment of the mobilization base. 


Mr. Mutrer. I think, gentlemen, that the whole field has been fully 
explored by counsel. There are just 1 or 2 things that occurred to 
me that might be asked in order to have a complete record. 

First, addressing myself to Mr. Hamlin for the Department of 
Defense : 

Mr. Hamlin, can you tell us why the Department of Defense cannot 
take the definition for procurement which is set forth in section 103.4 
rather than the narrower definition in 103.3? 

Mr. Hamurn. As I understand the question, it is why the definition 
under 103.4 which is the definition for financial and other assistance, 
why is that not appropriate for procurement purposes ? 

Mr. Mutrer. Yes; in other words, why shouldn’t we have only one 
definition and why shouldn’t it be that in 103.4 for all purposes? 

Mr. Hamu. I suppose one of the most important criteria of a good 
definition from the point of view of procurement is that it be simple 
and easy of application so that it won’t delay and disrupt the procure- 
ment process. 

Now, the definition that is contained in 103.4 is quite satisfactory 
for application for loan purposes where the individual is dealing with 
only one company and must judge this company against these stand- 
ards, but this is not the case in procurement. 
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We are dealing with a large number of companies. They are listed 
on a bidders’ list. We can determine whether they are small business 
or not reasonably well in advance of a procurement if we use the defi- 
nition for procurement, but it would become extremely difficult if we 
had this other definition. 

For this reason, the program of making set-asides for small business 
which is one of the principal programs that we carry on in our efforts 
to help small business ar in my opinion seriously, adversely be 
affected if we were required to use a more complicated definition for 
small business. 

Passing to the subcontracting program, we are just at this point put- 
ting into effect a program which I think is quite large in scope and 
has in there the possibility of being very beneficial to small-business 
concerns. At the moment we appear to have won the cooperation of 
industry in this program. This cooperation is dependent to a con- 
siderable degree on our having a short and simple definition of small 
business which these prime contractors can use. It would not be prac- 
tical to ask them or expect them to apply a complicated definition in 
determining what is a small business for the purposes of subcontract- 
ing. 

Perhaps another and extremely important reason is that pointed 
out by Mr. Barnes that many of our procurements involve the compe- 
tition of firms that are in different industries. 

If we had a multistandard definition such as that provided in 103.4 
and we had several different industries participating in the same pro- 
curement, it might frequently be the case that. we would be rejecting 
a firm with say 300 employees as a large-business concern at the same 
time that we were allowing another firm with 800 employees to qualify 
as a small-business concern. Should this situation arise, I think that 
the aggrieved concern with 300 employees would complain loudly and 
I think that we would be embarrassed in attempting to explain to them 
why a firm with 900 employees was small and they with 300 employees 
was large when they were both competing and attempting to sell to 
us, the same item. 

To sum these up, Mr. Multer, these that I have mentioned by the 
way are just some of the principal considerations that are involved, 
there are others, it is our view that we must concentrate our atten- 
tion on our programs to help small business and we must seek the 
support of SBA in defining small business for procurement purposes 
in such a way as to facilitate these programs that we have agreed on. 
SBA has cooperated with us very closely in these programs and they 
are as interested and determined that these programs shall be success- 
ful as we are. For this reason they are concerned that their definition 
shall be one that will enable us jointly to make a success of these 
p eee 

r. Muurer. Do you think the Administrator of the Small Business 
Administration, whoever he may be, will be embarrassed by a man com- 
ing in from the belt business looking for a loan and getting it if he has 
less than 250 people in his employ and then have another man come in 
with—let us put it the other way. 

The man in the belt business has 500 employees. He goes in for a 
loan and is told he can’t have it because he has 500 employees and under 
this criteria if he has 250 he is small business and anything over 250 
is big business, and then this man in the belt business says, yes, but 
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you just made a loan in the organic chemical business and he has a 
thousand employees. 

Would there be any embarrassment to the Administrator in being 
compelled to say that to this loan applicant ? 

Mr. Hamurn. I don’t think I am qualified to answer that, Mr. Multer. 

Mr. Mutrer. The point you made is that there might be embarrass- 
ment to the Defense Department if the man with one number of 
employees got the award and another man with a different number 
didn’t get it. If there is going to be embarrassment to the Defense 
Department in answering this kind of inquiry I think the premise on 
which the Administrator of the Small Business Administration is 
going to operate his financial assistance program is wrong. 

I think you are wrong in thinking that there will be any embarrass- 
ment to any department. 

For instance, the Defense Department sends out an invitation to bid 
for belts. I don’t think by any stretch of the imagination that would 
be combined with a procurement involving organic metals, or am I 
wrong? 

Mr. Hamurn. We buy many things in the Defense Department in 
particular which are not necessarily identifiable as the product of some 
one industry. 

Many industries may compete against each other for this item. It 
is not an unusual situation at all that representatives of different in- 
dustries would be competing, and I don’t think that we should think 
of it as an unusual situation that if we had such a definition that we 
would be applying different standards to the-companies competing in 
the same procurement. 

Mr. Motrer. Frankly, I can’t follow why there would be any em- 
barrassment to the Department of Defense or why it would be con- 
fusing to have the same rulé for an industry for procurement as the 
Small Business Administrator has annexed to his definition and will 
use in connection with financial assistance. 

It is broken down pretty fine. I can’t see how there can be any 
embarrassment or difficulty involved. The man preparing the spec- 
ifications looks at the list, finds he is looking for an item under one 
particular classification, and looks across to the number and he says, 
“Well, now, that is my starting point, if it is a set-aside for procure- 
ment. 

If the people who are excluded have a real reason to protest, they 
will come in and ask for a certificate. If they get it, that relieves the 
procurement officer of any embarrassment because the law says this 
is it—a certificate of small business is what he is bound by. 

I think it would simplify rather than confuse to have the same 
standard apply both for procurement and financial assistance and have 
it broken down industrywise. 

What you have done here in this definition is to set up not conclusive 
criteria but presumptive criteria. If aman comes within these defini- 
tions, he is presumptively small business, but either the department 
or the concern can go into the agency and say, now you have us wrong, 
or somebody else can come in and protest and then you will get a spe- 
cific finding in the particular case. 

I think the definition, voicing my own opinion, in the proposed defi- 
nition, section 103.3 for procurement is too:much like the definition 
that has been in existence up to now. While it still gives the right 
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to go in and get the certificate, in the first instance, it is too much like 
the definition presently in use. 

Mr. Rientman. I agree with you, Mr. Chairman, that there is very 
little difference in the proposed procurement definition as compared 
to the one which has been used for many years. 

The only thing I would add is that they apparently would like an 
opportunity to try out the definition for a period of 6 or 8 months to 
determine whether or not it is workable and advantageous to small 
business. 

Mr. Barnes has indicated that this is the desire of the task force. 
Am I correct in that, Mr. Barnes, and is that your attitude? 

Mr. Barnes. My attitude is I think we have done the best job we can 
do on a theoretical basis. There does not seem to be any widespread 
interest in the matter from industry itself. Whether this definition 
is right or wrong, we can tell better after we have had an opportunity 
to judge a great number of cases. I think a period of time will give 
us facts with which to work, rather than merely theories. 

Mr. Rreniman. Mr. Chairman, I wonder if that may be the con- 
tinued attitude of the persons who are here today and who represent 
the various departments of the Government. There has been no in- 
dication of opposition to the definition since we were called to the 
floor of the House earlier this afternoon. I am wondering if in the 
minds of those present there is some doubt and whether they would 
Bet a trial period of 6 months to determine what the results will 
really be. 

Mr. Hamat. Mr. Riehlman, as I said, I believe it was while you 
were out, I personally have devoted a great deal of time and thought 
to this subject. 

I have worked very closely with representatives of the three mili- 
tary departments and of ie procuring activities of Government. 
This was not an easy problem to solve because there were many inter- 
ests to be considered. We think we have done a good job of that. In 
some areas there were differences of opinion which we have largely 
worked out to the satisfaction of all concerned. 

But with respect to this particular point that we have just been 
discussing, I don’t recall that there has ever been any difference of 
opinion among those interested in efficient procurement. 

There has not been any one who has advocated it as practical to 
have the other type of definition for this purpose. I think it is fair 
to say that there has been a unanimous viewpoint on the part of those 
concerned with promoting sound procurement practices that a good 
small-business program in the procurement area requires a simple 
easily understood workable definition. ; 

Mr. Rresuman. Mr. Chairman, I certainly want to follow very 
closely the results in the months ahead, We will also be very inter- 
ested in knowing what industry itself has to say about the proposed 
definition. I expect the departments will have some information from 
time to time.as to whether or not small business is satisfied and whether 
they are getting proper treatment under this new proposed definition 
provided it is finally adopted. 

I think if there are complaints from small-business concerns, Mr. 
Chairman, we will not get them until some time has elapsed, the de- 
partments should inform SBA and this committee what their prob- 
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lems are in order that we may again sit down to determine what can 
be done to straighten matters out. 

If it is adopted and works satisfactorily, all well and good. But if 
there are complications and if industries are being affected by it, I 
think in all fairness to SBA and to the Small Business Committee 
that we should know about it and not have it have to come to us 
through small-business men back home who find that they have a 

roblem and finally must go to the Small Business Committee for 
bale and assistance. 

Of course, Mr. Chairman, we, as a committee, have not arrived at . 
any final conclusion. It will be my purpose to study this record and 
the proposed definition very carefully before passing judgment. As 
you know, one of the most troublesome problems and one which has 
concerned the members of the House Small Business Committee for 
many years is a proper procurement definition for small business. I 
sincerely hope you share my concern in this matter. 

Mr. Mutrer. I certainly do share your concern, Mr. Riehlman, and 
intend to give this matter most careful consideration before arriving 
at any final conclusion. 

There is just one other thing I have in mind and that is the effective 
date of this proposed definition. I understand that it is to be October 
1, 1956. What happens in the meantime? Particularly in procure- 
ment ? 

Mr. Hamuin. Mr. Multer, we will proceed as expeditiously as pos- 
sible to put out the amendments to policy and to secure the change in 
forms which will be necessary to put the new definition into effect. 

Mr. Mutter. What happens next week if a man comes along and 
says I am a small-business man and I want a chance to bid on this. 
The Department says, “No; your business is not considered a small 
business.” ' 

Mr. Hamurn. They would go to SBA, and SBA, if they did not 
have a certificate to issue, they would write a letter which would 
establish their status as a small-business concern, which would be 
substantially the same operation that we will have when this policy is 
in effect. 

Mr. Mutrer. May we have the positive statement placed on the 
record that the Small Business Administration and all other agencies 
concerned with this definition, despite the fact that the effective date 
is October 1, 1956, will understand that the effective date is not a sus- 
pension of the provisions of the statute. Nevertheless the provisos of 
the statute still apply in all respects, and whenever anyone comes in 
and complains, whether it be a department or a small-business concern, 
the matter will be referred to the Small Business Administration 
which will then make the determination. 

In other words, this effective date of October 1, 1956, does not in 
any way suspend the statute. You have no right to do it and I am sure 
— of you intend to do it but I think we ought to have the record 
clear. 

In the event any questions arise between now and October 1, 1956, 
both the department concerned and the business concern involved 
have the right to go to SBA and SBA will issue the appropriate letter 
or certificate. 

The record may show there is no dissent to that statement. 
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We called this meeting and conducted it in executive session in 
order that there not be any possibility of i that was classified 
being placed upon the record, and having in mind the fact that some 
agencies might prefer to say some of these things to us in executive 
session rather than in public session. Mr. Riehlman and I are of the 
opinion that nothing has been revealed on this record that cannot be 
publicized. If anyone present thinks otherwise please speak up now, 
so that when we present the matter to the full committee, we will 
be alerted as to whether or not we can publicize everything that has 
been said here. 

Mr. Hamuin. We certainly feel there’s nothing that has been said 
that should not be made public. 

Mr. Mutter. Mr. Barnes, you feel the same way ? 

Mr. Barnes. Yes, sir. 

Mr. Mutter. I assume since no one else eon up, they all agree 
there is nothing here that need be edited out of the quite record. 

Gentlemen, we thank you for your cooperation. I-regret we had 
to keep you here so late. Sorry that now you must go back and do the 
work that otherwise you would have been doing all rie if you had not 
been sitting here. 

We appreciate your attendance and cooperation. 

Thank you very much. 

(Whereupon, at 5:30 p. m., the hearing was adjourned.) 
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